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PART I— NOTIFICATION

ITEM 1. Significant Parties

Names and business and residential addresses of certain significant persons:

(a) The Issuer's Directors:

Director
John T. Hewitt

George Robson
Gary Golding
Steven Lepkowski
Ross Longfield
James Davis

Steven Ibbotson

Business Address

4575 Bonney Road, Ste. 1040
Virginia Beach, VA 23462

N/A

1420 Spring Hill Road, Ste. 420

McLean, VA 22102

8505 Forest Lane
Dallas, TX 75243

N/A

FAA Technical Center
Atlantic City, NJ 08405

2748 — 37th Avenue N.E.
Calgary Alberta T1Y 5L3

(b) The Issuer's Officers:

Name

John T. Hewitt
Martha O'Gorman
Donna Halligan
Kathleen Curry
Raymond A. Dunn,

11
Charles N. Lovelace

45249_6.D0C

Title

Chairman of the Board of
Directors, Chief Executive
Officer and President

Vice President of Marketing

Vice President of Franchise
Operations and Secretary

Vice President of Legal

Vice President of Corporate
Development

Vice President of Franchise
Development

Residential Address

608 S. Atlantic Avenue
Virginia Beach, VA 23451

300 Caversham Road
Bryn Mawr, PA 19010

12008 Creek Bend Drive
Reston, VA 20194

3816 Pilot Dnive
Plano, TX 75025

12 St. John’s Drive
Far Hills, NJ 07931

17 School House Drive
Somers Point, NJ 08244

317 - 37" Avenue S.W.
Calgary Alberta T2S 0V3

Home Address

608 S. Atlantic Avenue
Virginia Beach, VA 23451

213-B 86" Street
Virginia Beach, VA 23451

2575 Ocean Shore Avenue
Virginia Beach VA 23451

13047 Ballard Drive
Willis Wharf, VA 23486

1626 Melrose Parkway
Norfolk VA 23508

1040 Wessex Lane
Virginia Beach, VA 23464
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Timothy J. Robinson Chief Financial Officer 1992 Sandee Crescent
Virginia Beach, VA 23454

Mark C. Johnson Vice President of Area 5005 Ravenswood Road
Development Virginia Beach, VA 23462

The Business Address of all of the Officers is 4575 Bonney Road, Suite 1040 Virginia
Beach, Virginia 23462.

(c) The Issuer's General Partners:

None.

(d) Record Owners Of 5 Percent Or More Of Any Class Of The Issuer's Equity Securities:

Record Owner Business Address Residential Address
John T. Hewitt 4575 Bonney Road, Ste. 1040 608 S. Atlantic Avenue
Virginia Beach, VA 23462 Virginia Beach, VA 23451
Scott Lake Holdings, 2748 - 37™ Avenue N.E. N/A
Ltd. Calgary, Alberta T1Y 5L3
Edison Venture Fund 1420 Spring Hill Road N/A
Suite 420
McLean, VA 22102
Envest Ventures I, LLC 2101 Parks Ave. - Ste. 401 N/A

Virginia Beach, VA 23451

(e) Beneficial Owners Of 5 Percent Or More Of Any Class Of The Issuer's Equity Securities:

Beneficial Owner Business Address Residential Address

Gary Ibbotson 2748 - 37™ Avenue N.E. Same
Calgary, Alberta T1Y 5L3

(f) Promoters Of The Issuer:
The Issuer was incorporated in 1996. At that time, the promoter was:

Promoter Business Address Residential Address

John T. Hewitt 4575 Bonney Road, Ste. 1040 608 S. Atlantic Avenue
Virginia Beach, Virginia 23462  Virginia Beach, VA 23451

45249 6.D0C 3
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(g) Affiliates Of The Issuer:

Affiliate Business Address Residential Address
Liberty Tax Holding 4575 Bonney Road, Ste. 1040 N/A

Company Virginia Beach, VA 23462

Liberty Tax Service, Clarica Centre - West Tower

Inc. 3300 Bloor St. West, Ste. 780

Etobicoke, Ontario M8X 2X2

(h) Counsel To The Issuer With Respect To The Proposed Offering:

Counsel Business Address Residential Address

James J. Wheaton Troutman Sanders LLP 333 White Dogwood Dr
4425 Corporation Lane Chesapeake, VA 23322
Suite 420

Virginia Beach, Virginia 23462

(1) Each Underwriter With Respect To The Proposed Offering:
None.

(j) The Underwriter's Directors:
None.

(k) The Underwriter's Officers:
None.

(1) The Underwriter's General Partners:
None.

(m) Counsel To The Underwriter:
None.

ITEM 2. Application of Rule 262

(a) None of the persons identified in response to Item 1 are subject to any of the disqualification
provisions set forth in Rule 262.

(b) Not applicable.
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ITEM 3. Affiliate Sales

No part of the proposed offering involves the resale of securities by affiliates of the issuer.

ITEM 4. Jurisdictions in Which Securities Are to be Offered

(a) Jurisdiction in which the securities are to be offered by underwriters, dealers or salespersons:
None.

(b) Jurisdictions in which the securities are to be offered other than by underwriters, dealers or
salesmen and state the method by which such securities are to be offered:

The securities will be offered by an officer of the Issuer, Raymond A. Dunn, II (“Dunn”).
He will not receive any remuneration, commission or bonus for the sale of the securities. Rather,
he will simply receive the compensation he currently receives for performing his general duties
as Vice President of Corporate Development, which is a position he has held since May 2000.
The jurisdictions in which the Issuer is contemplating selling securities are:

California, Florida, Georgia, Illinois, Indiana, lowa, Maryland, Massachusetts, Michigan,
Minnesota, Missouri, New Jersey, New York, North Carolina, Ohio, Oklahoma, Pennsylvania,
Rhode Island, Tennessee, Texas, Utah, Virginia, West Virginia, Wyoming and Wisconsin.

ITEM S. Unregistered Securities Issued or Sold Within One Year

(a) As to any unregistered securities issued by the issuer or any of its predecessors or affiliated
issuers within one year prior to the filing of this Form 1-A, state:

(1) the name of such issuer;

(2) the title and amount of securities issued;

(3) the aggregate offering price or other consideration for which they were issued and basis
for computing the amount thereof: and

(4) the names and identities of the persons to whom the securities were issued:

On July 30, 2001, the Issuer granted to Envest Ventures I, LLC (“Envest”) a warrant (the
“Warrant”) for 46,340 shares of Class A Common Stock of the Issuer (the “Shares”). Envest is a
venture capital fund that was a holder of securities of the Issuer prior to the issuance of the
Warrant. The Issuer granted the Warrant to Envest in conjunction with a secured loan made by
Envest to the Issuer in the amount of $2,000,000. The basis for the grant was an arm’s length
negotiation between the Issuer and Envest.

On August 4, 2001, the Issuer issued'1,670 Shares as partial consideration for the
repurchase of one of the Issuer’s franchise stores. The aggregate value of the Shares issued in

transaction was $41,750. The Shares were issued to Danny Hewitt. Danny Hewitt is the adult
son of the President and Chief Executive Officer of the Issuer. Danny Hewitt resides in a
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different location than the President and Chief Executive Officer. The basis for computing the
aggregate consideration was an arm’s length negotiation between the parties.

On September 5, 2001, the Issuer issued 600 Shares as partial consideration for the
repurchase of one of the Issuer’s franchise stores by the Issuer. The aggregate value of the
Shares issued in the transaction was $15,000. The Shares were issued to Dave Gieson. The
basis for computing the aggregate consideration was an arm’s length negotiation between the
parties.

On September 7, 2001, the Issuer issued 5,000 Shares in exchange for an aggregate
amount of $73,900. The Shares were issued to George Robson, who has been a member of the
board of directors of the Issuer since 1999. The basis for computing the aggregate consideration
was an agreement by George Robson to pay the same price per share as would be paid by
DataTax Business Services, Ltd. (“DataTax”) in the transactions described below.

In October 2001, the Issuer issued 260,000 Shares and 10 shares of Special Voting
Preferred Stock to DataTax and its wholly-owned Canadian subsidiary. In return, the Issuer
received from DataTax 40% of the issued and outstanding stock of Liberty Tax and $2,000,000.
Due to the nature of the transaction, the Special Voting Preferred Stock has no intrinsic value,
and was issued for share voting purposes only. The sale was a private placement that was
exempt from registration pursuant to Section 4(2) of the Securities Act of 1933 (the “Act”). The
aggregate value of the transaction was $3,842,888. The basis for computing the aggregate
consideration for the sale of the Shares to DataTax was an arm’s length negotiation among the
Issuer, Edison Venture Fund IV, L.P. (“Edison”) and DataTax. Edison was involved in the
negotiation of the sale price because it was involved in the transaction as described below.

Edison purchased 42,700 shares pursuant to a preemptive rights agreement
contemporaneously with the sale of the Shares to DataTax described above. The sale was a
private placement that was exempt from registration pursuant to Section 4(2) of the Act. Edison
1s a venture capital fund that invests in early and development stage companies. The aggregate
value of the transaction was $631,106. The basis for computing the aggregate consideration for
the sale of the Shares to both Edison and DataTax was an arm’s length negotiation among the
Issuer, Edison and DataTax.

On March 1, 2002, the Issuer issued 1,200 Shares as partial consideration for the
repurchase of two of the Issuer’s franchise territories by the Issuer. The aggregate value of the
Shares issued in the transaction was $30,000. The Shares were issued to Danny Hewitt. The
basis for computing the aggregate consideration was an arm’s length negotiation between the
parties.

On June 12, 2002, the Issuer issued 2,000 Shares as consideration for the repurchase of
four of the Issuer’s franchise territories. The aggregate value of the transaction was $80,000.

The Shares were issued to Danny Hewitt. The basis for computing the aggregate consideration
was an arm’s length negotiation between the parties.
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From January 2002 to July 2002, 5,610 options exerciseable for Shares issued to
employees under an equity compensation plan were exercised by various employees. The
exercise price for those options ranged from $10 to $21.15.

(b) As to any unregistered securities of the issuer or any of its predecessors or affiliated issuers
which were sold within one year prior to the filing of this Form 1-A by or for the account of any
person who at the time was a director, officer, promoter or principal security holder of the issuer
of such securities, or was an underwriter of any securities of such issuer, furnish the information
specified in subsections (1) through (4) of paragraph (a):

None.

(c) Indicate the section of the Securities Act or Commission rule or regulation relied upon for
exemption from the registration requirements of such Act and state briefly the facts relied upon
for such exemption.

Except for the stock transfers arising out of the exercise of options, the Issuer relied on
Section 4(2) of the Act for exemption from the registration requirements of the Act. In each
instance, the stock purchaser was either an existing investor in the Issuer or a franchisee of the
Issuer. Such parties were intimately familiar with the business operations of the Issuer.

In the case of stock transfers arising out of the exercise of options, the Issuer relied on
Rule 701 of the Act. All of the options were issued and exercised pursuant to a written
compensatory benefit plan or written compensation contract established by the Issuer for the
participation of their employees, directors, officers, or consultants and advisors.

ITEM 6. Other Present or Proposed Offerings

Neither the issuer nor any of its affiliates is currently offering or contemplating the offering of
any securities in addition to those covered by this Form 1-A.

ITEM 7. Marketing Arrangements
(a) Briefly describe any arrangement known to the issuer or to any person named in response to
Item 1 above or to any selling securityholder in the offering covered by this Form 1-A for any of

the following purposes:

(1) To limit or restrict the sale of other securities of the same class as those to be offered for
the period of distribution:

None.
(2) To stabilize the market for any of the securities to be offered:

None.
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(3) For withholding commissions, or otherwise to hold each underwriter or dealer
responsible for the distribution of its participation:

None.

(b) Identify any underwriter that intends to confirm sales to any accounts over which it exercises
discretionary authority and include an estimate of the amount of securities so intended to be
confirmed.

None.
ITEM 8. Relationship with Issuer of Experts Named in Offering Statement

No expert named in the offering statement as having prepared or certified any part thereof was
employed for such purpose on a contingent basis or, at the time of such preparation or
certification or at any time thereafter, had a material interest in the issuer or any of its parents or
subsidiaries or was connected with the issuer or any of its subsidiaries as a promoter,
underwriter, voting trustee, director, officer or employee.

'

ITEM 9. Use of a Solicitation of Interest Document

No publication such as the type authorized by Rule 254 was used prior to the filing of this
notification.
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PART II — OFFERING CIRCULAR
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to buy be accepted prior to the time an offering circular which is not designated as a Preliminary Offering Circular is delivered and the offering

statement filed with the Commission becomes qualified. This Preliminary Offering Circular shall not constitute an offer to sell or the solicitation of
an offer to buy nor shall there be any sales of these securities in any state in which such offer, solicitation or sale would be unlawful prior to

reaistration or qualification under the laws of anv such state.

An offering statement pursuant to Regulation A relating to these securities has been filed with the Securities and Exchange Commission.
Information contained in this Preliminary Offering Circular is subject to completion or amendment. These securities may not be sold nor may offers

PRELIMINARY OFFERING CIRCULAR
JTH TAX, INC.
125,000 Shares Maximum/ 9,375 Shares Minimum

Class A Common Stock
$40 per Share

4575 Bonney Road, Suite 1040
Virginia Beach, Virginia 23462
(757) 493-8855

APPROXIMATE DATE OF COMMENCEMENT OF PROPOSED SALE TO THE PUBLIC: As soon as
practicabie after the effective date of this Offering Circular.

This Offering Circular is being furnished to existing shareholders, franchisees and employees of the
Company and to other persons that have expressed an interest in investing in the Company. In Virginia,
the Offering of the Shares will be limited to our existing shareholders, franchisees and employees. In
Maryland and a limited number of other states, the Offering will be limited to existing shareholders and
franchisees. We are offering up to an aggregate of 125,000 shares of Class A Common Stock of JTH Tax,
Inc. at a price of $40.00 per Share. We will make the Offering through one of our officers, who will not
receive any commissions or other remuneration in connection with these offers or sales. Each investor must
subscribe for no less than 500 Shares (with an aggregate purchase price of $20,000). However, we will
not impose this minimum purchase requirement on any investor who is a shareholder of the Company as
of the date of this Circular. This Offering is not underwritten, and we have not employed any broker, dealer or
salesman in connection with this Offering.

This Offering is a minimum/maximum offering, and no Shares will be sold unless we receive subscriptions
for at least 9,375 Shares. Until the minimum offering is subscribed for, all funds received by the Company
for Shares will be deposited with SouthTrust Bank, Chesapeake, Virginia, as escrow agent, which will hold
these funds until it has received funds aggregating at least the amount of the Minimum Offering. At any
time after funds aggregating at least the minimum offering are received by the escrow agent, one or more
closings for the Shares may be held. Funds received for Shares after the minimum offering is reached will
not be subject to an escrow requirement. If the escrow agent has not received funds equa!l to or exceeding
the Minimum Offering by March 31, 2003, the escrow agent will return all funds, without any deduction for
expenses, directly to the subscribers. Purchases by directors and officers of the Company, or their
affiliates, will not be counted in determining whether the minimum offering has been sold.

THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION DOES NOT PASS UPON THE
MERITS OF OR GIVE ITS APPROVAL TO ANY SECURITIES OFFERED OR THE TERMS OF THE
OFFERING, NOR DOES IT PASS UPON THE ACCURACY OR COMPLETENESS OF ANY OFFERING
CIRCULAR OR OTHER SELLING LITERATURE. THESE SECURITIES ARE OFFERED PURSUANT
TO AN EXEMPTION FROM REGISTRATION WITH THE COMMISSION; HOWEVER, THE
COMMISSION HAS NOT MADE AN INDEPENDENT DETERMINATION THAT THE SECURITIES
OFFERED HEREUNDER ARE EXEMPT FROM REGISTRATION.

THE SHARES ARE ILLIQUID, HIGH RISK SECURITIES, AND INVESTORS SHOULD BE ABLE TO
SUFFER A COMPLETE LOSS OF THEIR INVESTMENT. SEE "RISK FACTORS" BEGINNING ON
PAGE 5.

Underwriting Discounts and
Price to Public Commissions (1) Proceeds to Issuer
Per Share $40 -0- $40
Total Minimum $375,000 -0- $375,000
Total Maximum $5,000,000 -0- $5,000,000

(1) These proceeds are before deducting the expenses of this Offering (estimated at approximately $75,000).
These expenses will be incurred for legal, accounting, and printing services, and other miscellaneous expenses
incurred in connection with this Offering.

The date of this Offering Circular is October 3, 2002
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FOR RESIDENTS OF PENNSYLVANIA ONLY:

EACH PERSON WHO ACCEPTS AN OFFER TO PURCHASE THE SHARES SHALL HAVE THE RIGHT TO
WITHDRAW HIS ACCEPTANCE WITHOUT INCURRING ANY LIABILITY TO THE COMPANY WITHIN 2
BUSINESS DAYS FROM THE DATE OF RECEIPT BY THE COMPANY OF HIS WRITTEN BINDING
CONTRACT OF PURCHASE

THIS CIRCULAR DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY STATE OR
JURISDICTION IN WHICH SUCH AN OFFER OR SOLICITATION WOULD BE UNLAWFUL.

THE SHARES OFFERED HEREBY HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF
1933. THE SHARES HAVE BEEN REGISTERED IN ONLY A FEW STATES. IN ALL OTHER STATES IN
WHICH THEY ARE OFFERED, THE SHARES ARE BEING OFFERED AND SOLD IN RELIANCE ON
EXEMPTIONS FROM THE REGISTRATION REQUIREMENTS OF SUCH STATES’ LAWS. THE SHARES
MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED UNDER SUCH LAWS PURSUANT
TO REGISTRATION OR EXEMPTION THEREFROM. INVESTORS SHOULD BE AWARE THAT THEY MAY
BE REQUIRED TO BEAR THE FINANCIAL RISK OF THIS INVESTMENT FOR AN INDEFINITE PERIOD OF
TIME. SEE “RISK FACTORS- LIMITATIONS ON TRANSFER AND ABSENCE OF PUBLIC MARKET.”

Raymond A. Dunn, I, as an agent of the Company, is acting as our agent in selling the Shares.

Officers, directors and greater than 5% shareholders of the Company, including members of the
Company’s management, may elect to purchase as many as 24,133 Shares. However, these affiliates are not
obligated to purchase any Shares. See “The Offering.”

In addition to the Class A Common Stock, we also have separate classes of Class B Common Stock,
Class A Preferred Stock, Class B Preferred Stock and Special Voting Preferred Stock. The holders of the Class
B Common Stock are presently entitled to elect a majority of the members of our Board of Directors.

We are offering and selling the Shares pursuant to an exemption from the registration requirements set
forth in the Securities Act of 1933, as amended (the "Securities Act"). We are registering the Shares in California,
Maryland, New York and Virginia, and believe that exemptions from registration are available in the other
jurisdictions in which we are offering the Shares. Accordingly, the transfer of Shares in the states in which the
Shares are not registered is severely limited. Moreover, there is no public market for the Shares, no market is
likely to develop for the Shares and you should not purchase Shares if you need liquidity in your investments.
You may be required to bear the financial risks of this investment for an indefinite period of time. See "The
Offering--Investment Procedure” and "The Offering--Suitability of Investment.”

This Circular supersedes any and all business plans and correspondence related to an offering of
Shares of the Company. We have not authorized any additional sales literature for distribution to you. We have
not authorized any dealer, broker, salesman or other person to give you any information or make any
representation not contained in this Circular or in any document attached to this Circular, and if given or made,
you should not rely on this other information or representations as having been authorized by us. The information
herein is subject to change without notice. Neither the delivery of this Circular nor any sale made hereunder will,
under any circumstances, create an implication that there has been no change in the affairs of the Company
since the date of this Circular.

This Circular is accompanied by a Subscription and Investment Representation Agreement. Subscriptions
will be accepted from investors only in the form of the revised Subscription Agreement that is attached to this
Circular.

We have prepared this Circular to assist you in making your own evaluation of the Company and the
Shares. This Circular may not contain all of the information that you may desire or need in order for you to
determine whether buying the Shares is a worthwhile investment for you. We encourage you to ask questions of,
and receive answers from us concerning the terms and conditions of the Offering and the Company. If you have
any questions regarding the Offering, or desire any additional information or documents to verify the information
contained in this Circular, please contact us.
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FORWARD-LOOKING STATEMENTS

This Circular contains certain forward-looking statements which are subject to substantial risks
and uncertainties. These forward-looking statements can generally be identified as such because the

context of the statements include words such as "believes,” "anticipates,” "expects,

estimates

"intends,” or other words of similar intent. Similarly, statements that describe the Company's future plans,
objectives and goals are also forward-looking statements. The Company’s actual results, performance or
achievements may differ substantially from those expressed or implied in these forward-looking
statements as a result of a number of factors, including but not limited to:

competition in the tax preparation market

changes in government regulations

debt covenant restrictions

other factors, including the risk factors discussed in this Circular

SUMMARY

The following summary is qualified in its entirety by the more detailed information appearing

elsewhere in this Circular.

The Company

We are a Delaware corporation formed in 1996 to provide retail income tax
return preparation services to taxpayers primarily in the lower to middie-
income tax brackets in the United States and Canada. We operate Company-
owned offices in the United States through a wholly-owned subsidiary,
EmployeesPlus, Inc., a Virginia corporation formed in 2000. We operate in
Canada through a wholly owned subsidiary, Liberty Tax Service, Inc., a
corporation organized under the laws of the Province of Manitoba ("Liberty
Canada"). {Throughout this Circular, references to the Company's Canadian
operations and to Liberty Canada’s operations are used interchangeably.)
For the 2002 tax season, we provided tax preparation services in 351
territories (19 of which were Company-owned territories and the balance of
which were owned by our franchisees) in the United States. These territories
were located in 39 states and the District of Columbia. During the 2002 tax
season, Liberty Canada provided tax preparation services in 198 territories (9
of which were Company-owned territories and the balance of which were
owned by franchisees of Liberty Canada) extending from the Canadian
Maritime provinces to British Columbia.

We and our franchisees seek competitive advantage in our markets by (i)
providing prompt tax return preparation at a reasonable price, (i) providing
electronic filing services, (iii) providing ancillary services, such as audit
assistance, tax return checking and taxation seminars, and (iv) offering
access to a refund anticipation loan program pursuant to which an affiliate
bank will provide, for a fee, loans to customers based upon the size of the
customers' tax refunds.

We intend to use the proceeds of this Offering for working capital and to
expand our operations in the United States and Canada.

Our principal executive offices are located at 4575 Bonney Road, Suite 1040,
Virginia Beach, Virginia 23462 and our telephone number is (757) 493-8855.
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The Offering We are seeking to raise a maximum of $5,000,000 through the sale of up to
125,000 shares of the Company’s Class A Common Stock at a price of
$40.00 per share. The Minimum Offering is 9,375 Shares, and if we do not
receive subscriptions for this number of Shares by February 28, 2003, the
Offering will terminate and all funds previously deposited with the Escrow
Agent will be returned to subscribers. We intend to limit the Offering to our
existing shareholders, franchisees and employees. If the existing
shareholders, franchisees and employees do not subscribe for the Shares at
a rate deemed satisfactory by us in our sole discretion, we may offer the
remaining shares to those persons that have previously contacted the
Company and expressed an interest in investing in the Company. We will not,
however, engage in any form of public solicitation of investors. We will require
each subscriber that is not a current shareholder to purchase a minimum of
500 Shares ($20,000 in aggregate purchase price). We will not impose this
minimum purchase requirement on current sharehoiders.

Offering Price There is no established market for the Shares. The offering price of the
Shares was determined arbitrarily by the Company after considering various
factors. The offering price of $40.00 per Share is higher than the $25.00 per
Share at which the Board of Directors of the Company granted options to
purchase Shares to certain employees of the Company in May, 2002. The
offering price is also higher than the $25.00 per Share at which the Company
valued the Shares of Common Stock in the most recent transaction in which
the Company used stock to acquire a tax preparation practice. See “Dilution”
and “Risk Factors -- Arbitrary Determination of Offering Price.”

Use of Proceeds We will use the proceeds of the Offering, after the payment of Offering
expenses, for working capital and support of approximately 700 new and
existing franchise tax return preparation territories during the 2003 tax
season. This support will include using proceeds to fund additional loans to
franchisees in relation to some of those territories.

We cannot determine at this time the specific expenditures that will be made
to support existing franchise offices or new franchise offices, and we may be
able to provide substantially less support to franchisees if the Minimum
Offering is sold than we would be able to provide if all or substantially all of
the Shares being offered are sold.

Suitability Standards Our Subscription and Investment Representation Agreement (the
“Subscription Agreement”), which is attached as Appendix A, requires you to
represent, among other things, that you meet each of the following
requirements: (a) if you reside in a state in which the Company did not
register Shares, you are acquiring the Shares for your own account for
investment and not with a view to resale or distribution thereof, and (b) you
understand that (i) you understand that you may not have any liquidity in the
Shares, and that there is significant risk of loss of your investment, and (ii)
you have the financial ability to bear the risk of losing your investment.

Possible Affiliate Certain of the Company’s officers, directors and significant shareholders
Purchases have indicated an interest in purchasing Shares in the Offering, but have not
yet committed to do so. Any purchase of the Shares by the officers, directors
or significant shareholders of the Company will be under the same terms and
conditions as a purchase by any other party. The holders of the Company’s
principal classes of Preferred Stock have a contractual right to purchase
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Risk Factors

Reports

Subscription and
Investment
Representation
Agreement

Shares if they desire to maintain their proportionate ownership of the
Company.

An investment in the Shares involves a substantial degree of risk. You should
read this entire Circular and consult with your independent advisors regarding
the financial and legal considerations of an investment in the Company. See
"Risk Factors."

We are not subject to the requirements of the Securities Exchange Act of
1934, as amended (the “Exchange Act”) and accordingly are not required to
file reports, proxy statements or other information with the Securities and
Exchange Commission. However, if you purchase Shares, we will provide
you with an annual report within 120 days after the end of each fiscal year of
the Company. Our obligation to furnish such reports and information will
cease if and when the Company becomes subject to the reporting
requirements of the Exchange Act.

This Circular is accompanied by a form of Subscription and Investment
Representation Agreement. Subscriptions will be accepted from investors
only in the form of the revised Subscription and Investment Representation
Agreement that is attached to this Circular.
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SUMMARY FINANCIAL INFORMATION

The following table sets forth certain historical consolidated financial and other selected

information of the Company. The following information is unaudited. See the audited financial statements
of the Company for the fiscal years 2002 and 2001 that are attached to this Circular.

Balance Sheet Data as of

Cash
Restricted cash
Accounts receivable

Notes and interest receivable (current portion)

Allowance for doubtful accounts
Current assets

Stockholders’ equity
Working capital
Total assets

Total liabilities

Operations Data For The Year Ended

Total revenue

Income (loss) from operations
Total other income

Net income (loss)

Earnings per share — basic
Earnings per share — diluted

Nonfinancial Data For The Years Ended

Number of U.S. Territories
Number of Canadian Territories
Total number of Territories

Aprit 30,
2002

$1,627,135
$200,298
$7,009,258
$3,567,716
$2,438,200
$10,013,517

$14,582,125

$4,176,184
$25,539,176
$10,957,051

April 30,
2002

$17,934,867
$1,270,522
$847,757
$2,525,279
$2.11

$2.02

April 30,
2002

351
161
512

April 30,
2001

$1,804,235
$425,873
$4,051,702
$2,850,619
$948.155
$8,441,720

$6,284,302
$3,752,115
$13,775,789
$7,491,487

April 30,
2001

$10,570,088
($190,197)
$345,806

$ 90,578
$.09

$.09

April 30,
2001

256
173
429

April 30,
2000

$442,866
$429,721
$2,472,001
$1,920,908
$434,265
$4,935,251

$5,829,655
$3,394,992
$9,187,508
$3,357,853

April 30,
2000

$3,684,588
($3,850,106)
$1,496,541
($2,465,435)
($3.26)
($3.26)

April 30,
2000

184
177
361

Because the Company did not acquire a minority 40% interest in Liberty Canada until October
2001, the financial information for the year ended April 30, 2002 does not reflect the full effect of losses
incurred by Liberty Canada during the first six months of the 2002 fiscal year. Similarly, the results for the
years ended April 30, 2001 and 2000 do not reflect the previously held minority interest in Liberty
Canada, and so do not reflect the full operations of the results of the Canadian Subsidiary during the
2001 and 2000 tax seasons on a basis comparable with the 2002 tax season results included in the April

30, 2002 financial statements.

In addition, certain 2001 and 2000 data has been reclassified in order to present them in a

manner consistent with the 2002 data.
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RISK FACTORS

An investment in the Shares involves a high degree of risk. You should not buy the Shares
if you cannot afford the loss of your entire investment or if you need or desire current income.
You should carefully consider, among other things, the following:

Limited Operating History and Prior Year Losses

Our operations commenced in September 1997 with the purchase of a 60% interest in Tax Depot,
an established provider of tax preparation services in Canada (subsequently renamed Liberty Tax
Service, Inc.). We commenced tax preparation operations in the United States in Columbus, Chio in
1998. As an early-stage entity, we have minimal operating history upon which an evaluation of our future
prospects can be made. Although we did show a profit for Fiscal 2001, our operating expenses exceeded
our operating revenues. A substantial portion of our income in that year was earned from interest income
from financing provided by us to franchisees. We showed a net loss for the fiscal year ended April 30,
2000 (“Fiscal 2000™). As of Aprit 30, 2002, we had an accumulated deficit of $639,564. See "Consolidated
Financial Statements.” Although our management has significant experience in developing successful
businesses similar to the Company, there can be no assurance that we will show a profit from operations
in future years. Our future viability, profitability and growth will depend upon our ability to successfully
operate and expand its Canadian and United States operations. Our prospects in the United States must
be considered in light of the risks, expenses and difficulties frequently encountered in the significant
expansion of a new business, particularly in the tax return preparation industry, which is characterized by
intense competition, a dominant national tax return preparation firm and ease of market entry. Moreover,
we have limited experience in the management of a large scale franchise operation such as the one that
will be in place for the 2003 and subsequent tax seasons. There can be no assurance that any of our
efforts will prove successful or that we will not incur operating losses in future years.

Limitations on Transfer in Certain States and Absence of Public Market

The sale and transfer of the Shares by investors is significantly limited by state law in every state
in which they are being offered, except for California, Maryland, New York and Virginia. No market exists
for the Shares and we do not anticipate that any public market for the Shares will develop in the
foreseeable future. Accordingly, an investment in the Company cannot be expected to be readily
liquidated, or liquidated at all, even in an emergency.

Arbitrary Determination of Offering Price

There is no established market for the Shares. We determined the offering price of the Shares
after considering various factors. We make no representation that the Shares have a market value of, or
can be sold at, the offering price. There has been no objective determination of value for purposes of this
pricing. The offering price does not necessarily bear any relationship to the Company’s assets, book
value or financial condition, or to any other recognized criterion of value. The offering price is significantly
in excess of the $25.00 per share value assigned by the board of directors of the Company in May 2002,
when options to acquire shares of Class A Common Stock were granted to certain of our employees. The
offering price is also in excess of the $25.00 per share valuation used in recent acquisitions of tax
practices in which part of the consideration was paid in the form of Class A Common Stock.

Need for Additional Financing

Even if we sell all of the Shares, we will need additional financing in order to expand our
operations beyond supporting the additional territories that the Company plans to fund through this
Offering. See "Use of Proceeds." It is unlikely that our cash flow from operations will be sufficient to

support anticipated growth during the next several years of operations, but there can be no assurance
that we will be able to obtain financing as and when needed (for operational purposes, to retire
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indebtedness or to fund expansion) upon terms acceptable to the Company. We do not anticipate any
further efforts to raise capital through private offerings once this offering is completed.

Broad Discretion in the Allocation of Proceeds

We cannot determine at this time the specific allocation of the proceeds of the Offering.
Generally, the proceeds will be used for working capital and support of approximately 700 new and
existing franchise tax return preparation territories during the 2003 tax season. However, we will have a
broad discretion in allocating the use of the proceeds in support of such territories. We may be able to
provide substantially less support to franchisees if the Minimum Offering is sold than we would be able to
provide if all or substantially all of the Shares being offered are sold. See “Use of Proceeds.”

Risks Associated with Outstanding Indebtedness

Our ability to continue to expand our business will be dependent on our ability to meet our
scheduled payment obligations on our indebtedness and satisfy any guaranty or other obligations. Our
liquidity will also depend on our ability to renew certain of our indebtedness on a timely basis. If we
default in any of our indebtedness, some of which is secured by our assets, we may not be able to
continue to carry out our business. There can be no assurance that we will be able to generate the cash
flow necessary to pay our indebtedness, or to raise sufficient additional capital to allow us to pay our
indebtedness on a timely basis.

Our indebtedness includes:

e Aloan in the principal amount of $2 million that is payable on an interest-only basis until
July 2005, but that is due and payable in full at that time (the “Envest loan”).

o $2.7 million in remaining obligations related to a perpetual software license that we
acquired from Orrtax Software, Inc. (“Orrtax”), which is payable in installments of
$700,000, $1 million and $1 million in March 2003, 2004 and 2005 respectively.

+ A term note payable to a financial institution in the principal amount of $1,400,000 that is
payable in installments of $500,000, $500,000 and $400,000 in February 2003, 2004 and
2005, respectively.

e An annual line of credit that is obtained in order to fund the operations of Liberty Canada.
There is presently no outstanding balance on this line of credit, but we expect to renew it
for the 2003 tax season.

e Aline of credit with a financial institution that allows borrowings of up to $2 million. This
line of credit is collateralized by notes receivable to us from franchisees and expires on
July 31, 2002, but is expected to be renewed, perhaps at a higher borrowing limit.

e Our guaranty obligations to TLC, LLC (“TLC”), a lender to our franchisees. We have
guaranteed $758,026 in financing to our franchisees and have agreed to guaranty
substantially more if necessary. We are required to maintain an escrow account to which
the lender has recourse if we fail to meet our guaranty obligations. This escrow
requirement may have an adverse effect on our liquidity.

* Obligations under various noncancelable operating leases for office space through 2007
in an approximate amount of $2,362,000.

e Obligations incurred in connection with the acquisition of acquired tax practices in an
approximate aggregate amount of $514,000 as of April 30, 2002.

¢ Mortgage obligations incurred in the ordinary course in an approximate aggregate
amount of $260,000 at April 30, 2002.

e Other indebtedness incurred in the ordinary course of business.

Debt Covenants May Restrict Operating Flexibility

Certain of the debt-related agreements to which we are a party, and in particular the agreements
governing the Envest loan, include affirmative and negative debt covenants that may restrict the ability of
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our management to implement its business plans. In particular, the agreement that governs the Envest
loan requires us to obtain Envest’s written consent in order to incur additional debt in excess of certain
routine indebtedness and in excess of certain limits. For example, our ability to obtain a line of credit
without Envest's consent is limited to $6 million; we may not guaranty franchisee indebtedness in
amounts greater than $3 million in the aggregate; and our Canadian indebtedness is limited in both dollar
amount and payment terms.

Risks of Currency Fluctuations

All of the financial information contained in this Circular is shown in United States dollars.
However, a significant portion of our operations reflected in the financial information were conducted in
Canada. The Canadian dollar experienced substantial declines against the United States dollar during
1998 and 1999. If the current exchange rate is maintained, or declines even further, our future Canadian
operations may generate less revenue and smaller profits, denominated in American dollars and without
accounting for any other change in operations, than are reflected in the financial information contained in
this Circular. The exchange rate used in most of the financial information contained in this Circular
reflects a range of value of .6377 to .6384 Canadian dollars (C$) to each American dollar; the actual
exchange rate for currency transactions as of July 1, 2002 was .6545.

Dependence on Revenue from Refund Anticipation Loan Programs and Electronic Filings

We believe that our refund anticipation loan program will be an important source of revenue in
both the United States and Canada because members of our targeted market typicaily desire tax refunds
as quickly as possible. The success of the program will depend, in part, on the continued availability of
third party financing for the loans. See "Business--Services Offered--Refund Anticipation Loan Program."
During the 2003 tax season, we expect to offer such loans directly to Canadian customers, while such
loans will be made to United States customers directly through third party lenders. To the extent that we
do not recover the full amount of refund anticipation loans from the proceeds of tax refunds, our revenues
may be adversely affected. Although we will make efforts to collect any shortfalls from the customer, there
can be no assurance that we will be able to recover any or all of the shortcomings.

The continuation of the Internal Revenue Service (“IRS”) and Revenue Canada electronic filing
programs are also elements critical to our operating strategy, and to the refund anticipation loan program
in particular. The IRS and certain members of Congress have expressed concerns regarding the difficulty
of detecting fraudulent electronic returns. Any decision by either the IRS or Revenue Canada to suspend,
terminate or substantially modify its respective electronic return filing program could materially adversely
affect our tax return preparation business. Our refund loan anticipation business may also be adversely
affected by governmental regulation. See "Risk Factors--Government Regulation."

Government Regulation

Our future resuits of operations will depend in part on the ability of the Company, its subsidiaries
and its franchisees to comply with United States, Canadian, state and provincial regulations affecting tax
return preparers (see "Business-Regulation”). In the United States, the tax return preparation industry is
regulated by the Internal Revenue Code and its associated regulations. These laws and regulations
govern the preparation of tax returns and the subsequent electronic filing of tax returns. A Company
franchisee (or, in the case of Company-owned locations, the Company or its subsidiaries) cannot file tax
returns electronically unless it obtains an electronic filing identification number (EFIN) from the IRS. The
IRS may refuse to grant an EFIN if a principal was assessed a tax preparer penalty, been convicted of an
IRS or monetary crime, failed to file a tax return or pay taxes, or cannot pass an IRS background
suitability check. Revenue Canada has similar regulations. In order to operate non-franchised territories in
Canada, Liberty Canada must obtain E-File numbers for each office. The electronic filing of tax returns is
essential to us. To the extent that the Company or its franchisees are unable to obtain electronic filing
numbers, and lose the associated ability to file tax returns electronically, our operations will be severely
impaired.
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We are aware of at least three states that have passed laws governing refund anticipation loan
programs. For example, in North Carolina and Louisiana, our franchisees must apply for and receive
authorization with the state banking commission prior to offering refund anticipation loans. Other
jurisdictions may be considering similar legislation. However, every store in North Carolina and Louisiana
that applied for such authorization for the 2002 tax season received it. The Company anticipates that all
such stores will receive authorization for the 2003 tax season.

The IRS also regulates other aspects of the business by requiring that tax preparers use
appropriate diligence in tax preparation. Also, the IRS and certain states regulate advertising associated
with refund anticipation loans.

We run tax schools throughout North America that are open to the general public. Those schools
generate a talent pool from which we and our franchisees hire tax preparers. Some states and provinces
have implemented, or are considering implementing, laws or regulations governing proprietary schools
like our tax schoals. Such regulation may increase the cost of us running our tax schools and/or may
decrease the pool of properly frained tax preparers.

We do not believe that existing laws and government regulations will materially affect our
operations. However, we cannot predict whether a change will occur in such laws and regulations. To the
extent that any legislation has the effect of limiting the profitability of our refund anticipation loan program,
or requires us to alter our proposed operations to comply with proprietary school requirements, our
operations could be adversely affected.

Franchise Operations, United States Growth Limitation; Sale of Company-Owned Franchises

We have established extensive training programs and quality control procedures with respect to
our franchisees. However, there can be no assurance that the programs and procedures will be effective
in enabling franchisees to run profitable tax preparation businesses. In addition, failure by a franchisee to
provide service at acceptable levels may result in adverse publicity, which can materially adversely affect
our ability to compete in the market in which the franchisee is located.

In the past, we have obtained a substantial amount of our revenue from the sale of franchises in
the United States and Canada. However, there can be no assurance that we will be able to sell additional
United States franchises or additional Canadian franchises on terms acceptable to us, or at all. At
present, because we have open territories in only certain markets in the United States, and have not fully
penetrated all of those markets, we believe that there are substantial opportunities to sell additional
franchises in the immediate future. We recognize, however, that at some point our ability to generate
revenues from additional franchise sales will become more limited, and we will become more dependent
on revenues generated from operations, which we will receive almost entirely during the annual tax
season.

The operating results furnished in this Circular reflect significant revenue from Company-owned
territories. However, the Company prefers to sell Company-owned stores to franchisees, and our
operating results from an all-franchise operation may differ materially from those achieved in prior
periods.

Liability for Franchisee Actions and Obligations

Both the Company and Liberty Canada grant their franchisees a limited license to use their
registered service marks and, accordingly, there is risk that one or more of the franchisees may be
identified as being controlled by the Company or Liberty Canada. In the event that a franchisee is not

adequately identified to the public in its market area as a franchisee, the Company and/or Liberty Canada
could be held vicariously liable for the debts and obligations of the franchisee so misidentified.
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Regulation of Franchise Operations

During our 2002 fiscal year which ended April 30, 2002, franchise royalties and tax refund
anticipation loan income accounted for 37% of our United States gross revenues. Liberty Canada’s
franchise royalties and tax rush discounting income (the Canadian equivalent of revenue from tax refund
anticipation loans) accounted for 64% of its gross revenues for the same period. The profitability of our
future operations will depend in large part on our continued ability to comply with federal and state
franchise regulations, and on Liberty Canada's continued ability to comply with Canadian and provincial
franchise regulations. While we currently believe that the Company, and Liberty Canada and their
franchisees will be able to comply with all applicable regulations, there can be no assurance that such
regulations will not change and, if so, that any changes will not materially adversely affect the Company's
business. See "Business--Franchise Operations--Regulation of Franchise Operations.”

Need for a Large Pool of Low Cost Seasonal Labor

The Company, Liberty Canada and their franchisees depend, in part, on the availability of
employees willing to work for littte more than the minimum hourly wage, with minimal benefits, for periods
of less than a year. See "Business--Tax Return Preparers." Our success in managing and expanding its
business will depend upon the ability of the Company and its franchisees to hire, train and supervise
additional personnel, and to deal with turnover rates for lower paid employees, which may be substantial.
Moreover, if the supply of this labor pool is reduced in the future for reasons within or outside our control
or if we are required to provide our employees more extensive and costly benefits, either as a result of
competition or governmental regulation, or if the minimum wage is increased, the expenses associated
with our operations could be substantially increased without offsetting increases in revenues.

Dependence on Lines of Credit for Refund Loans in Canada

Our refund anticipation loan business in Canada, which is called “tax rush discounting” in
Canada, is dependent on the availability of adequate financing from third party lenders to fund customer
refund loans. Liberty Canada’s line of credit used during the 2002 tax season expired in May 2002. We
intend to renew the line of credit for the 2003 tax season, but have not yet done so. If this line of credit is
not available on a timely basis, we could experience a substantial loss of revenue from our Canadian
refund anticipation loan program.

Importance of Key Employees

Our future success will depend in material part upon the continued services of our senior
management, particularly John T. Hewitt, as well as upon our ability to attract and retain capable middle
management (such as regional and district directors for Company-owned offices operating after the 2002
tax season, consultants for franchised offices, training directors, tax advisors and computer personnel)
with the specific executive skills necessary to assist us and our franchisees. We currently employ four
regional directors in the United States and two regional directors in Canada. We will face competition for
such personnel from numerous other entities, including competing tax return preparation firms, some of
which have significantly greater resources than us. Although we have so far been successful in hiring
senior managers experienced in the industry, there can be no assurance that we will continue to be able
to attract and retain personnel. The inability to do so could have a material adverse effect on us. The
unexpected loss of the services of any of these management personnel could have a material adverse
effect upon us. We currently maintain for our benefit a $1,000,000 key man life insurance policy on the life
of Mr. Hewitt. However, we do not have an employment contract with Mr. Hewitt. We also maintain for the
benefit of Envest a $2,000,000 key man life insurance policy on the life of Mr. Hewitt. No member of
senior management currently has an employment contract with the Company or Liberty Canada. See
"Management."
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Business is Highly Seasonal

The tax preparation business is highly seasonal, with the bulk of revenues being earned in the
January 1 through April 15 "tax season” in the United States and the January 1 through Aprit 30 "tax
season” in Canada in each year. We anticipate that 64% or more of our gross revenues for a fiscal year
will be generated in the tax season for that year. Both the Company and Liberty Canada are on a May 1
to April 30 fiscal year and may operate at a loss during the first eight months of each fiscal year. There
can be no assurance that our activities during the "off-season” will not cause our cash resources to be
strained on a regular basis. If we are unable to obtain adequate sources of capital to fund our operations
during the "off-season,"” we could be forced to curtail expansion plans, cut back on our work force or take
other steps to address our cash flow needs. Moreover, in view of the very compressed time period in
which our revenues arise in each year, we may have little or no time to respond to unforeseen changes in
competitive conditions, markets, pricing, new product offerings by its competitors and similar matters
which could materially adversely affect our competitive position during the tax season.

Competition

The tax return preparation industry is characterized by intense competition among numerous tax
service providers, accounting firms and others. Some of these competitors are more established than us,
with substantially greater marketing, financial, personnel and other resources than are currently available
to us. In the lower to middle-income taxpayer market targeted by us, competition is dominated in the
United States by H&R Block, Inc. ("H&R Block"), which is a large, well established national service
provider. Another established service provider is Jackson Hewitt. H&R Block also operates in and is a
major competitor in Canada. Additionally, many taxpayers in our target market prepare their own returns.

Changes in Tax Laws

The tax laws of Canada and the United States have undergone a period of rapid and substantial
change, and we expect that this will continue for the foreseeable future. We believe that the complexity
and rapidity of the changes will provide us with an important marketing tool. However, we expect that we
will incur significant yearly costs in maintaining the currency of our tax return preparation software and tax
preparer materials. In addition, there have been numerous proposals for simplification of United States
tax laws, including "flat tax" and "modified flat tax" proposals. Adoption of any such proposals could
reduce demand for our services in the United States. Adoption of a strict flat tax could reduce demand
substantially.

Control by Principal Stockholder

The Company's common stock is divided into two classes. See "Description of Capital Stock.”
Purchasers in this Offering will own Ciass A Common Stock. All the outstanding Class B Common Stock
is owned by Mr. Hewitt. The Company's certificate of incorporation provides that the Class B stockholders
have the right to elect one more director than may be elected by the Class A stockholders. As a
consequence, Mr. Hewitt will have effective control of the Board of Directors irrespective of the number of
shares of Class A Common Stock which are outstanding.

No Cash Dividends

Since its inception, we have not paid any cash dividends on the Class A Common Stock, Class B
Common Stock, Class A Preferred Stock or Class B Preferred Stock. We intend to retain future earnings,
if any, to provide funds for the operation of our business and, accordingly, do not anticipate paying any
cash dividends in the reasonably foreseeable future. The payment of future dividends is within the
discretion of the Board of Directors and will depend upon our future earnings, if any, our capital
requirements, financial condition and other relevant factors.
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Lack of Insurance Coverage

We maintain $2,000,000 of general liability insurance. We do not carry insurance coverage for
"errors and omissions" to cover potential IRS imposed penalties for errors on prepared tax returns.
Historically, the cost of these penalties has not been significant to us. However, there is a risk that in the
future a large penalty could be imposed on us.

Risk of Franchisee Default

From time to time, we extend financing to certain franchisees for initial franchise fees, cash
advances for working capital and/or the purchase of Company-owned stores. The financing is in the form
of promissory notes payable to us. The notes carry interest at an annual rate of 12% and are personally
guaranteed by the franchisee and/or the owner of the franchise. There can be no assurance that any
franchisee will generate revenue sufficient to repay any amounts due, nor is there any assurance that any
franchisee will be able to repay through other means any amounts due. At April 30, 2002, the aggregate
amount due to us from franchisees for such financing is $9,500,097, including accrued interest. Any
failure by the franchisees to pay such amounts, if the amounts are not recoverable by us through other
means, could have a material adverse affect on us. A total of 33 franchisees have been or are currentty in
default to us. The Company restructured the debt of 15 franchisees, and purchased the territories of 14
others. As of July 1, 2002, 4 franchisees remain in default, and owe us a total amount of $648,940.

Moreover, in some cases, we may be liable on office leases or other contractual obligations that
have been assumed by purchasers of Company-owned territories and acquired tax practices. If the
franchisees default on third-party obligations for which we continue to have liability, our operating results
will be adversely affected.

Related Party Loans

We have made loans to a company controlled by one officer, and intend to make additional loans
to the same company. We believe that these transactions have been entered into or will be entered into
on an arm’s-length basis on terms substantially similar to those made available by us to non-affiliated
franchisees.

Dilution

The offering price per Share is $40.00, more than the price paid per share for the Company's
securities in the past. Thus, purchasers in the Offering will experience immediate dilution in the value of
their shares in the amount of $28.87 per share, or 72% of the offering price, based on a total of 1,351,856
Class A, Class B, Class A Preferred and Class B Preferred shares outstanding as of April 30, 2002. See
“Dilution.”
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USE OF PROCEEDS

The net proceeds (after deducting offering expenses of approximately $75,000) for the Maximum
Offering will be approximately $4,925,000 if the Maximum Offering is sold and $300,000 if the Minimum
Offering is sold (the “Net Proceeds”). The Company intends to use the Net Proceeds for working capital
and to support 512 existing franchise tax preparation territories in the United States and Canada and to
establish up to 210 new franchised tax preparation territories for the 2003 season. The Company cannot
determine at this time the specific expenditures that will be made to support existing franchise offices or
new franchise offices, and it may be able to provide substantially less support to franchisees if the
Minimum Offering is sold than it would be able to provide if all or substantially all of the Shares being
offered are sold.

While the foregoing represents the Company's current estimate of its expected use of net
proceeds, the amounts actually expended for the purposes set forth above may vary significantly
depending upon numerous factors, including the actual costs of leasing and furnishing office space and
personnel costs. The Company does not expect to acquire any practices from affiliates of the Company.
The Company reserves the right to reallocate proceeds among the foregoing uses and for general
corporate purposes.

DILUTION

The offering price per Share is $40.00, more than the price paid per share for the Company's
securities in the past. Thus, purchasers in the Offering will experience immediate dilution in the value of
their shares in the amount of $28.87 per share, or 72% of the offering price, based on a total of 1,351,856
Class A, Class B, Class A Preferred and Class B Preferred shares outstanding as of April 30, 2002.

In connection with the incorporation of the Company, Mr. Hewitt purchased 1,000 shares of Class
B Common Stock for $.10 per share. In December 1996, Mr. Hewitt further capitalized the Company by
contributing to it certain securities with an aggregate market price at the time of contribution of $176,000.
in return therefor, Mr. Hewitt was issued 44,000 shares of Class B Common Stock resulting in a price per
share of $4.00. In July 1997, the Company sold 200,000 shares of Class A Common Stock to a select
group of investors for a price of $10.00 per share. On January 10, 1997, the Company declared a stock
dividend of one share of Class A Common Stock or Class B Common Stock for each such share
outstanding, resulting in an aggregate of 400,000 shares of Class A Common Stock and 90,000 shares of
Class B Common Stock outstanding. Between October 26, 1998 and January 10, 1999, the Company
sold an additional 164,996 Class A Shares in a private placement for a price of $12.50 per share. In May
1999 the Company sold 190,000 shares of Class A Convertible Preferred Stock for a price of $12.50 per
share. Between November 19, 1999 and March 31, 2000, the Company sold an additional 32,156 Class
A Common Shares in a private placement for a price of $25.00 per share. Between December 15, 2000
and February 15, 2001, the Company sold an additional 35,800 Class A Common Shares in a private
placement for a price of $12.50 per share. In June 2001, the Company sold 25,000 of Class B Convertible
Preferred Stock for a price of $20.00 per share. In October 2001, the Company sold 307,700 Class A
Common Shares for a price of $14.78 per share. 110,744 shares of Class A Common Stock have been
issued with regard to various purchase transactions, 9,000 shares of which have been repurchased by
the Company. Additionally, as of July 10, 2002, the Company has outstanding 105,775 options to
employees issued as incentive stock options, and an additional 84,455 shares reserved for issuance
under the Company’s stock option plan. As of July 10, 2002, 9,770 options had been exercised. A total of
108,399 other options and warrants that are not incentive stock options are also outstanding. Aggregate
issued and outstanding stock as of the date of this Circular include 1,046,856 shares of Class A Common
Stock, 90,000 shares of Class B Common Stock, 190,000 shares of Class A Convertible Preferred Stock
and 25,000 shares of Class B Convertible Preferred Stock. The Company also has 10 shares of Special
Voting Preferred Stock outstanding. However, those shares relate directly to 100,000 shares of Class A
Common Stock that are outstanding and presently held by a subsidiary of the Company for the uitimate
benefit of a shareholder. These Special Voting Preferred shares are outstanding solely for the purposes
of giving stockholder voting rights to the ultimate beneficiary of those shares.
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At April 30, 2002, the net tangible book value of the Company's Class A Common Stock
combined with the Class B Common Stock, Class A Preferred Stock and Class B Preferred Stock (all of
which are convertible into Class A Common Stock) was $11,508,879, or approximately $8.51 per share
then outstanding. Net tangible book value represents the amount of the Company's shareholders' equity
(net tangible assets less liabilities) divided by 1,351,856 shares outstanding.

Net tangible book value dilution per share represents the difference between $40.00 price per
share paid by purchasers of the Class A Common Stock in the Offering, and the pro forma net tangible
book value per share of the Common Stock and Preferred Stock immediately after completion of the
Offering. After giving effect to the sale by the Company of 125,000 shares of Class A Common Stock in
the Offering (assuming that the maximum number of Shares is sold) and the application of the estimated
net proceeds therefrom, the pro forma net tangible book value of the Company would have been
$16,433,879 or approximately $11.13 per share. This represents an immediate increase in net tangible
book value of $2.62 per share to the existing stockholders and an immediate dilution in net tangible book
value of $28.87 per share to purchasers of the Class A Common Stock in the Offering, as illustrated in the
following table.

Public offering price per share $40.00
Net tangible book value per share as of April 30, 2002 $8.51
Increase per share attributable to new investors $2.62
Pro forma net tangible book value per share after the Offering $11.13
Net tangible book value dilution per share to new investors $28.87

The following table sets forth the difference between the existing shareholders and the
purchasers of Shares in the Offering with respect to the number of Shares purchased from the Company,
the total consideration paid and the average price per share paid:

Shares Purchased Total Consideration Average Price
Number Percent Amount Percent Per Share
Existing Shareholders 1,351,856 91.5% $14,488,159 74.3% $10.72
New Investors 125,000 8.5% $5,000,000 25.7% $40.00
Total 1,476,856 100% $19,488,159 100%

The information above does not take into account 141,775 options to purchase Shares of Class A
Common Stock issued to employees and directors of the Company and other parties as of July 10, 2002,
and exercisable at prices ranging from $10.00 to $27.50 per share, warrants for 26,059 shares of Class A
Common Stock held by officers, directors and shareholders of the Company and exercisable at $12.50
per share at any time prior to June 30, 2006, or a warrant for 46,340 shares of Class A Common Stock
held by Envest and exercisable at nominal consideration at any time prior to July 30, 2008.
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DIVIDEND POLICY

The Company currently intends to retain all future earnings, if any, to finance growth and
development of its business, and therefore, does not expect to declare or pay any cash dividends in the
foreseeable future. A declaration of dividends, however, is within the discretion of the Company’s Board
of Directors. See "Risk Factors--No Dividends.”" Any future dividend policy will be determined by the
Board of Directors in light of conditions then existing, including the Company’s earnings and its financial
condition and requirements.

BUSINESS
General

The Company is a Delaware corporation formed in 1996 to provide retail income tax return
preparation services for taxpayers primarily in the lower to middle-income tax brackets. The Company
intends to provide its services through both Company-owned and franchised territories in selected
locations. The Company seeks competitive advantage in its markets by (i) providing prompt tax return
preparation at a reasonable price, (ii) providing electronic filing services, (iii) providing ancillary services,
such as audit assistance, tax return checking and taxation seminars, and (iv) offering a refund anticipation
loan program pursuant to which an affiliate bank will provide, for a fee, loans to customers based upon
the size of the customers' expected tax refunds.

The Company owns Liberty Canada, which has been providing tax preparation services in
Canada since 1972. During the 2002 tax season, Liberty Canada provided tax preparation services in 198
territories, 2 of which were owned by Liberty Canada and the remainder of which were owned by Liberty
Canada franchisees. In addition, the Company had 351 tax preparation territories in the United States, 19
of which were owned by the Company and the remainder of which were owned by franchisees of
Company. All offices currently operate under the "Liberty Tax Service" name.

As of April 30, 2002, the Company had 91 employees and Liberty Canada had 25 employees. At
July 1, 2002, the Company had 101 full time employees and Liberty Canada had 17 employees. The
Company considers its relationship with its employees to be excellent.

Liberty Canada. Liberty Canada is a closely-held corporation, with its executive offices in
Winnipeg, Manitoba, incorporated under the laws of the Province of Manitoba. Liberty Canada (formerly
known as “Tax Depot, Inc.”) was formed in May 1994 as a wholly-owned subsidiary of DataTax Business
Services, Ltd. ("DataTax"), which was also the franchisor for U&R Tax Services, Ltd. DataTax assigned
and licensed those franchises to Liberty Canada, which then changed the name of the franchises to U&R
Tax Depot. The Company purchased its 60% interest in Liberty Canada from DataTax in September
1997. In October 2001, the Company purchased the remaining 40% interest in Liberty Canada from
DataTax. In January 1999, all Liberty Canada franchises formerly known as “U&R Tax Depot” began
trading under the name “Liberty Tax Service.” During Fiscal 2002, Liberty Canada had net revenues of
C$6,265,265 (as computed under United States generally accepted accounting principies).

Liberty Canada had an agreement to provide tax preparation services in certain Canadian Wal-
Mart stores. Liberty Canada paid a per-location license fee to Wal-Mart equal to 10% of gross revenue
with a minimum of C$3,600 per location. Liberty Canada operated in 10 Wal-Marts during the 2002 tax
season, all of which were franchised territories. The agreement expired in April 2002. The Company
intends to renew the agreement for the 2003 tax season.

The Company expects to expand to approximately 220 Liberty Canada territories before the 2003
tax season, most of which wili be franchise locations.

Liberty Tax Service. The Company had 351 tax preparation territories in the United States
during the 2002 tax season (19 of which were owned by the Company and the remainder of which were
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owned by franchisees of the Company) in several states, including Alabama, Arkansas, Arizona,
California, Colorado, Connecticut, Delaware, Florida, Georgia, lowa, Hlinois, Indiana, Kansas, Kentucky,
Louisiana, Massachusetts, Maryland, Michigan, Minnesota, Missouri, North Carolina, Nebraska, New
Hampshire, New Jersey, New Mexico, Nevada, New York, Ohio, Oklahoma, Pennsylvania, Rhode Island,
South Carclina, Tennessee, Texas, Utah, Virginia, Washington, West Virginia, Wisconsin and the District
of Columbia. Liberty Tax Service provides tax return preparation services, electronic filing services, audit
assistance, tax return checking, access to refund loans and tax seminars to its customers.

Since the conclusion of the 2002 tax season, the Company has repurchased & territories from
franchisees for an aggregate amount of $712,183. The Company may repurchase additional territories
from franchisees prior to the 2003 tax season. Four Company-owned territories have been re-sold to
franchisees subsequent to the conclusion of the 2002 tax season and as of the date of this Circular, for
an aggregate sale price of $301,000. The Company intends to sell the other Company-owned territories
to franchisees prior to the 2003 tax season. The Company anticipates that it will seek future growth
primarily through expanding franchise operations in both countries. The Company anticipates that an
additional 50 to 60 franchises sold prior to the 2002 tax season (but not opened during the 2002 tax
season) will operate during the 2003 tax season. During and subsequent to the 2002 tax season and as
of July 1, 2002, the Company has sold 48 new United States franchises, not all of which will operate
during the 2003 tax season. The Company expects to expand to a total of approximately 500 United
States territories before the 2003 tax season.

Services Offered

Tax Preparation. There are approximately 130 million and 21 million individual tax returns filed
annually in the United States and Canada, respectively. The Company will offer tax return preparation
services to the public, focusing its efforts on marketing to persons with incomes of less than
$40,000/C340,000 per year. Based upon management's prior experience in the industry, the Company
anticipates that over 60% of its customers will have incomes below $40,000/C$40,000. The Company
believes that there is a significant market of individuals in these income brackets who do not wish to
prepare their own returns, or who may face relatively complex situations (such as divorce, multiple
jurisdiction filings, multiple deductions or other considerations) but who are unwilling or unable to pay the
level of fees charged by accountants or tax attorneys.

The Company's tax preparers use personal computer based software to conduct comprehensive
client interviews and to prepare tax returns. Liberty Canada is currently in the process of rewriting and
updating that software in order to keep pace with recent technological developments. The Company used
off-the-shelf software provided by Universal Tax Systems (“Universal”) to prepare U.S. tax returns during
the 2002 tax season and plans to use similar software during the 2003 season, with appropriate updates
and modifications. The Company’s agreement with Universal requires Universal to provide the tax
software for the 2003 tax season. The cost of the tax software was $350,000 for the 2002 tax season and
is anticipated to be $550,000 for the 2003 tax season. The Company prepares U.S. tax returns on
average in approximately one hour and Canadian returns in approximately one-half hour, assuming the
customer has all relevant records and is able to answer all questions asked by the preparer.

The Company has acquired from Orrtax a perpetual license to modify and use tax preparation
software. The Company intends to use the software in a limited number of United States territories in
2003. The Company has remaining obligations to Orrtax of $2.7 million payable in installments of
$700,000, $1 million and $1 million in March 2003, 2004 and 2005 respectively. The Company hopes to
eventually deploy this software, as modified to meet the Company’s purposes, throughout its U.S.
territories.

In assessing its software needs, the Company focuses on meeting four requirements: (i) enabling
the Company to provide consistent, high quality tax preparation services, (ii} enabling the Company to
utilize persons as tax return preparers who are not as dependent upon technical tax skills as may be
required in other operations, (iii) allowing tax return preparers to concentrate more closely upon providing
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quick and friendly service to customers, and (iv) enabling the Company to electronically file a customer's
tax return more rapidly and efficiently in order to allow the customer to obtain a tax refund more quickly.

Electronic Filing. The Company’'s franchisees offer electronic filing services to its U.S.
customers at no extra cost. Liberty Canada and its franchisees also offer electronic filing services to its
Canadian customers at no extra cost. Because an electronically filed return is handled on a priority basis
by both the IRS and Revenue Canada, a client receives a tax refund much more quickly than if the return
is manually filed. The Company anticipates that speedy refunds will be a major marketing too! for the
Company both in the United States and Canada. The customer also receives speedy IRS or Revenue
Canada acknowledgments that the return is mathematically correct. In management's experience, over
80% of returns which are filed electronically receive refund checks within 21 days in Canada and within
14 days in the United States. Management anticipates that over 80% of the returns it or its franchisees
prepares will be filed electronically. See "Risk Factors--Dependence on Revenue from Refund
Anticipation Loan Programs and Electronic Filings." The Company’s franchisees and Liberty Canada will
also, for a fee, electronically file returns prepared by non-client taxpayers or other tax preparers.

Refund Anticipation Loan Program. Because the Company believes that the speed of
obtaining a refund, or cash in anticipation of a refund, will be important to the Company's targeted market,
and in order to compete with other tax return preparation firms, the Company and its franchisees will offer
access to a refund anticipation loan service. A refund anticipation loan is a loan from a bank made to a
taxpayer, secured by the anticipated tax refund payment, and with full recourse to the taxpayer. Refund
loans in Canada will be provided directly by the Company using line of credit financing. In the United
States, refund loans will be provided directly to the taxpayer by one or more third party lenders that have
contracted or will contract with the Company to supply this service. One third party lender that the
Company has executed such a contract with for the 2003 tax season is Republic First Bank of Delaware.
Pursuant to that contract, Republic First Bank of Delaware will provide refund loans to the customers of
the Company and its franchisees pursuant to the procedure described below. The Company anticipates
contracting with other third party lenders to provide refund loans for the 2003 tax season. These loans will
usually enable the customers of the Company’s franchisees to receive their proceeds within 24 hours of
the time the return is filed with the IRS or Revenue Canada. The Company anticipates that as many as
45% of the customers of the franchisees will utilize this service.

The procedure with respect to third party refund loans will generally be as follows:

- The customer's return is prepared;

- The customer completes a refund anticipation loan application (in which the taxpayer/borrower
assigns the rights to the refund to the lending institution);

- The tax preparer or other office worker electronically transmits the customer's tax return to the
Company’s headquarters for filing with the IRS or Revenue Canads;

- Revenue Canada or the IRS acknowledge that the return is mathematically correct and
Revenue Canada acknowledges that no government liens exist against the customer;

- Once approved by the IRS or Revenue Canada, the tax return is electronically messengered to
the participating bank for final approval;

- Upon confirmation from the bank of a loan approval, the Company electronically advises the
originating office of the approval; and

- The originating office prints out a check for the amount of the approved loan (the refund amount
less bank charges and the return preparation fee, which includes an application fee),
which can then be distributed to the customer.

Substantially the same procedures will be followed in Canada when the Company provides the
loan directly, except that no third party approval of the loan will be required.

Typically within two to three weeks of the electronic filing, the IRS or Revenue Canada wires the
refund amount directly to the lender. Fees for the loan and the preparation of the return are deducted
from the check amount, thereby requiring no cash outlay by the taxpayer and assuring payment to the
Company and its franchisees. The costs of writing off bad debt that may be incurred in the program are
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factored into the fees charged for the loans; however, the Company will make reasonable attempts to
collect any unrecovered funds. See "Risk Factors--Dependence on Revenue from Refund Anticipation
Loan Programs and Electronic Filings."

During the 2002 tax season, the Company had arrangements with the Bank of Montreal (for
Canadian loans), Bank One (for U.S. loans) and Republic First Bank of Delaware (for U.S. loans). The
Bank of Montreal provided Liberty Canada with a C$12.750 million line of credit to fund refund loans. That
facility expired in May 2002. The Company intends to renew that facility for the 2003 tax season. As of the
date of this Circular, that facility has not yet been renewed. However, the Company is actively negotiating
with the Bank of Montreal and anticipates that the facility will be renewed. The line of credit will provide
the funds by which Liberty Canada makes refund anticipation loans for its Company-owned territories
generating revenues of 15% of the first C$300 loaned and 5% of the balance. (If the loan is made by a
franchisee using Liberty Canada's line of credit, Liberty Canada will receive 48% of this revenue.) In
addition, the Bank of Montreal has provided Liberty Canada with a C$1 million line of credit for working
capital. That facility expired in May 2002. Both facilities bore interest at the Bank of Montreal prime rate
plus .75% and guaranteed in part by the Company, and are guaranteed personally by Mr. Hewitt and by
Mr. J. Gary Ibbotson, a major shareholder of the Company.

Training Programs and Other Ancillary Services. The Company provides training to
franchisees. These sessions are devoted to operational aspects of the business. Training of franchisee
employees with respect to tax law, policies and procedures and software use is provided by the
franchisee after he or she has completed the Company's training. The Company does not train franchisee
employees.

The Company will also offer certain ancillary services which will be covered by the initial fee paid
by the customer, including audit assistance, tax return checking, taxation seminars and schools.

Growth Strategy

The Company intends to follow a growth strategy involving the establishment of both Company-
and franchisee-owned territories and the eventual establishment of Company-owned territories. The
Company intends to open 170 new franchise territories in the United States and 40 new franchise
territories in Canada for operation during the 2003 tax season. The Company anticipates that growth of
Canadian and United States operations will be through franchising: Liberty Canada expects to grant up to
34 new franchises and the Company expects to grant up to 200 new franchises prior to the 2003 tax
season (not all of which will operate in the 2003 tax season).

The Company's ability to open Company-owned territories, and the size of the markets and the
offices in which they are opened, will depend upon the Company's ability to generate funds through
operations, to obtain financing or to attract additional capital, while the Company's ability to expand the
franchise program will depend upon the Company's ability to support the franchising structure and to
continue to attract desirable franchisees. There can be no assurance that the Company will be successful
in any such endeavors. See "Risk Factors--Limited Operating History and Prior Year Losses," "--Need for
Additional Financing," "--Competition" and "--Franchise Operations, United States Growth Limitation."

A second aspect of the Company's growth strategy involves achieving "critical mass" in most
markets it enters, defined by the Company as having at least one open territory for every 200,000
residents in the market area. The Company believes that it is desirable to achieve this critical mass in
order to provide efficient marketing and advertising programs, and to effectively develop market share.
The Company intends to enter a particular market when it believes it can attain critical mass within one
year. In some cases, the Company will have Company- or franchisee-owned territories in markets where
critical mass may not be obtained. In those cases, the Company or the franchisee may have to invest
additional cash and other resources to develop market share. As a consequence of the foregoing, the
Company anticipates that it will seek to expand regionally rather than attempting to establish an
immediate national presence.
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As part of the Company’s growth strategy, the Company has made certain geographic areas in
which the Company does not expect to be able to achieve significant franchise penetration in the near
term available to area franchisees, referred to by the Company as master brokers, who purchase the right
to sell franchises within those geographic areas. For the year ended April 30, 2002, the Company sold 11
master brokerage territories and received total payments of $1,312,409 from the Master Brokers, and
holds total notes receivable of $788,236 from the Master Brokers. See “Business — Franchise Operations
— Franchise Fees, Royalties and Other Charges — United States.”

Management Structure

Both Liberty Canada's and the Company's managerial control system is based upon a central
office-regional management format. The central office is responsible for overall policy, advertising,
marketing, training, software updating and franchising. Liberty Canada currently has two management
offices in Canada and the Company has its management office at the Virginia Beach headquarters. As
the Company's U.S. operations expand, the Company intends to implement its policies through regional
and district managers (who will supervise groups of Company-owned territories) and franchise
consultants (who will supervise groups of franchised territories). Each Company-owned territory will be
overseen by a territory manager. Thereafter, the management structure will be implemented as the
growth in the number of Company-owned and franchised territories requires.

Fees

The Company anticipates that revenues will be derived from (i) fees for tax preparation services,
(ii) fees for electronically filing tax forms for non-customers, (iii) fees from customers for initiating tax
refund loans (and possibly referral fees from lenders), (iv) fees and royalties from franchisees, (v)
proceeds from selling purchased practices to franchisees and (vi) proceeds from selling Company-owned
territories to franchisees.

The Company's fees for specific tax services will differ by region and by franchisee. The
Company will provide franchisees with a listing of suggested prices for all tax preparation services
provided by its offices. Franchisees, however, will have complete pricing autonomy. Company-owned
territories will adhere to the price schedules which management recommends for their markets. The
Company estimates that the average fee per tax return for the 2003 filing season will be approximately
$120 in the United States and C$60 in Canada. For individuals who prepare their own returns or have
them prepared elsewhere, the Company will charge a fee, currently C$30 in Canada and $35 in the
United States, for the electronic filing of the return. The Company does not charge customers in Canada
or the United States an additional fee for filing electronically if the Company prepares the return, nor does
it anticipate charging interest or late fees.

The Company anticipates that it will charge customers a fee associated with refund anticipation
loans. In the United States, the fee will approximate 2% of the loan. The Company anticipates having
contractual relationships with several lending institutions that will provide funding and, in some cases,
processing services for these loans. The Company anticipates that, for the 2003 season, it will provide its
own processing services for most of these loans. The Company will also charge an application fee, which
will be included in the tax return preparation fee paid by the customer. While the Company anticipates the
application fee will range from $20 to $25, the actual amount of such fees will depend upon local
competitive conditions, the level of bank fees actually charged and customer acceptance. In the United
States, the franchisee will retain the application fee charged by the franchised territory and the Company
will retain application fees charged by Company-owned territories. In Canada, the Tax Rebate Accounting
Act limits the amount that a tax service provider or lender may charge for these loans: the taxpayer must
receive not less than 85% of the first C$300 of the anticipated refund and 95% of the balance. Most of
these loans are made by Liberty Canada franchisees under an arrangement where Liberty Canada funds
the loan and receives a portion of the fee while the other portion of the fee is retained by the franchisees
(franchisees may instead fund the loans themselves and pay royalties to Liberty Canada but it is
expected that relatively few of the franchisees will request this arrangement).
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Property

‘ The Company leases its Virginia Beach headquarters, consisting of 14,451 square feet of office
space, at a monthly rental of $17,934 (including utilities). The lease expires in April 2005. Liberty Canada
leases two management offices in Canada: the main office in Winnipeg, Manitoba, consisting of
approximately 3,500 square feet, at a rent of C$2,525 per month, and a regional office in Toronto,
Ontario, consisting of 2,622 square feet at a rent of C$6,650 per month. The Company owns four
properties that house tax preparation offices. One office is located in Norfolk, Virginia, consists of
approximately 600 square feet and was purchased at a cost of $243,199, including land. The second
office is located in Depew, New York, consists of approximately 3,500 square feet and was purchased at
a cost of $227,967, including land. The third office is located in Chattanooga, Tennessee, consists of
approximately 2,982 square feet and was purchased at a cost of $106,980, including land. The fourth
office is located in Leavittsburg, Ohio, consists of approximately 3,265 square feet and was purchased at
a cost of $100,140. The Company has leased all of these offices to franchisees for operation during the
2003 tax season. The Company believes that these offices are adequate for its current needs. However,
depending upon the expansion of the Company's operations, the Company may require additional office
space for its headquarters and/or small amounts of space for its regional offices. In addition, the
Company leases 28 office locations that are used for US and Canadian Company-operated territories.

The Company has established certain criteria for local tax preparation offices in the United States
and Canada as follows: offices will typically have from 800 to 1,500 square feet of office space, and will
be able to accommodate anywhere from three to ten desks. As with any retail operation, the location of
an office will be important to its ultimate financial success. For this reason, the Company will maintain
control over the site selection process for all offices (including franchisee operated offices) and will
generally require that each office have good visibility from a major intersection or busy street, high foot
traffic volume and proximity to shopping malls or other major food or clothing retailers (preferably
discounters). For all locations, the Company will seek leases with terms that coincide with the tax season
in order to reduce fixed costs.

The Company will also seek to place smaller offices in shopping malls through arrangements with
large discount retail stores, similar to Liberty Canada's arrangement with Wal-Mart, or through kiosks or
mall store sites. See "Business--General--Liberty Canada."

Franchise Operations

The Company expects to expand Liberty Tax Service franchise programs in Canada and the
United States. The Company does not anticipate selling franchises in Quebec, however. The following
discussion is a summary of the key features of the Company's franchise program. The program may
change as it is implemented.

General. The Company will offer franchisees the right to operate in a specified geographic area.
The initial term of the Company's standard franchise agreement will be for five years, with successive
renewals exercisable at the option of the franchisee for additional five-year periods as long as the terms
of the franchise agreement continue to be met. The Company does not expect it will limit the number of
offices a franchisee may open in the franchisee's territory; however, franchisees will be required to obtain
the Company's prior approval for each location and to keep at least one office location open throughout
the year in each territory to ensure that customers in each territory have access to a tax preparer for
matters relating to late filings or any questions they have regarding the prior or forthcoming tax year. Each
franchisee will also be required to hold tax seminars, which will be offered to the general public to attract
prospective seasonal tax preparers and to enhance name recognition in the market. (Canadian
franchisees who executed franchise agreements before July 1997 are not required to maintain off-season
hours or to provide tax seminars.)

The Company has been and intends to continue to be selective in its choice of franchisees. In
addition to customary personal and financial background checks of a franchise candidate and interviews
by management personnel, each franchise candidate will be required to successfully complete a week-
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long ftraining course. At the conclusion of the course, management will make a final evaluation of the
candidate and determine whether to accept the candidate as a franchisee.

Franchise Fees, Royalties and Other Charges.

United States. The Company’s United States franchise fee structure depends upon the specific
territory and the date that territory is applied for. For certain markets, the initial franchise fee was $10,000
per territory (until July 1, 2000). For territories in other markets and applied for prior to November 1, 1999,
the initial fee was waived. From November 1, 1999, until June 30, 2000, the initial franchise fee was
$10,000 per territory throughout the United States. From July 1, 2000, untit June 30, 2001, the initial
franchise fee was $12,500 per territory throughout the United States. Beginning July 1, 2001, the current
initial franchise fee is $20,000 per territory throughout the United States. The Company intends to
increase the initial franchise fee to $25,000 beginning December 1, 2002. The Company'’s franchise fees
were lower prior to July 1, 2001, and were waived for some of the earliest franchisees. A security deposit
ranging in price from $2,000 to $5,000 was required in most states. Each franchise fee or required
deposit is assessed based on each geographic area licensed by the franchisee, rather than based on the
number of office locations the franchisee operates. Security depaosits received are recorded as a liability
on the Company’s balance sheet, and at April 30, 2002, the Company is holding a total of $588,537 in
security deposits for both United States and Canadian franchisees.

The Company has entered into Master Brokerage Agreements in several regions throughout the
United States. A Master Broker purchases the right to sell franchises within a geographic area to
candidates who are interested in operating a Company-franchised territory. The Master Broker is also
responsible for providing on-going local support, day-to-day operational help and marketing advice to
Company franchisees operating within the Master Broker’s geographic area. The purchase price for a
geographic area under a Master Broker Agreement is based on the population of the geographic area.
The purchase price is computed using a range of $.12 to $.20 per person, with a minimum of $100,000.
When the Company sells a territory located within a geographic area covered by a Master Broker
Agreement, the Master Broker receives 50% to 70% of the associated collected franchise fee.

The Company charges franchisees a royalty. For new territories applied for after June 30, 2002,
the royalty will be 14% of all revenue collected from all services and products offered, excluding sales tax
("Gross Receipts"), with a $5,000 minimum during the first year of operation and an $8,000 minimum
during the second year of operation. For territories applied for before July 1, 2002, the Company charges
a royalty that, in some cases, is less favorable to the Company. For territories located within a geographic
area covered by a Master Broker Agreement, the Master Broker receives 50% to 70% of the associated
collected royalty.

The Company also charges an advertising fee. The amount of the advertising fee charged is 5%
of Gross Receipts. For new territories purchased before July 1, 2002, the advertising fee is not charged
until the third tax season of operations.

Canada. Liberty Canada’s franchise fee structure also depends upon the specific territory and the
date that territory is applied for. For certain markets, the initial franchise fee is C$10,000 per territory.
These markets include Winnipeg, Calgary, Edmonton and Vancouver. For territories in markets not
inciuded above and applied for prior to November 1, 1999, the initial franchise fee was waived. A security
deposit was required for such territories as follows: for territories applied for prior to July 1, 1999, the
required security deposit was C$2,000; for territories applied after July 1, 1999 but prior to November 1,
1999, the required security deposit was C$5,000. The security deposit will be refundable upon the
expiration of the franchise agreement less amounts due to Liberty Canada provided that the franchisee
was open for business by February 1 following the effective date of the franchise agreement. For
territories applied for after October 31, 1999, and before July 1, 2001, the initial franchise fee was
C$10,000 per territory throughout Canada. Beginning July 1, 2001, the initial franchise fee is C$12,500
per territory throughout Canada. The Company intends to increase the initial franchise fee to C$15,000
beginning January 1, 2003. Each franchise fee or required deposit is assessed based on each
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geographic area licensed by the franchisee, rather than based on the number of office locations the
franchisee operates.

Liberty Canada also charges franchisees a royalty. For territories applied for after June 30, 2002,
the royalty will be 14% of Gross Receipts, with a C$5,000 minimum during the first year of operation and
an C$8,000 minimum during the second year of operation. For territories applied for before July 1, 2002,
Liberty Canada charges a royalty that, in some cases, is less favorable to Liberty Canada.

Liberty Canada also charges an advertising fee of various amounts depending upon the terms of
each franchise agreement. For new territories sold during or subsequent to 1999, the advertising fee
charged is 5% of gross receipts beginning in the third tax season of operations.

General. In return for the fees paid, the Company or a Master Broker may provide some or all of
the following products and services to its franchisees: (i) a minimum of five days of initial training in
business operations, (ii) the use of the Company's tax return preparation software and regular updates to
the software, (iii) a joint advertising program which will be funded through the advertising fees paid by
both franchisee and Company operated offices, (iv) annual tax training programs which assist franchisees
in training seasonal tax preparation employees, (v) standardized operating manuals, (vi) field support in
the areas of management, systems, software and questions regarding tax return preparation, and (vii)
access to the Company's refund anticipation loan program. Franchisees will be subject to a quality control
system to be developed by the Company, which will include statistical measurements, office visits and
customer interviews by Company personnel.

From time to time, the Company is required to terminate franchisees because of their failure to
perform. Some of the reasons for termination involve the failure to open offices as required, the failure to
follow the Company’s system or other requirements, or low tax return volume. The Company anticipates
and plans for such terminations in its budget. The Company writes off any unpaid loans from franchisees
and maintains a bad debt reserve for that purpose. When the Company terminates a franchisee, it seeks
to resell the territory. If the terminated franchisee has a customer list, the Company takes possession of
the list and uses it for future marketing purposes. The Company has terminated a total of 59 United
States franchisees, all since the end of the 2000 tax season, and has terminated a total of 86 Canadian
franchisees. Most of the Canadian terminations relate to franchises that existed prior to the Company’s
acquisition of its original 60% interest in Liberty Canada.

Regulation of Franchise Operations. The Company's United States franchising activities are
subject both to federal and state laws and regulations. Federal law and rules require a franchisor to give
all prospective franchisees disclosure about the nature of the franchise investment in the form of an
offering circular on the earlier of (i} the first personal meeting, (ii) 10 business days before any binding
agreement is signed, or (iii) 10 business days before any consideration is paid. The offering circular may
be prepared in accordance with the format designated by the North American Securities Administrators
Association called the Uniform Franchise Offering Circular ("UFOC"). In addition, at least five business
days before signing any binding agreement, the franchisor must provide the prospective franchisee with a
franchise agreement that reflects the specific terms on which the franchisee will be licensed to do
business. There is no private right of action available to franchisees and prospective franchisees under
the federal rules. Franchisees who claim violations must bring their complaints to the Federal Trade
Commission. Violators are subject to civil penalties of up to $10,000 per violation.

Federal law and rules govern franchisor conduct in all states. In addition, California, Hawaii,
lllinois, Indiana, Maryland, Michigan, Minnesota, New York, North Dakota, South Dakota, Virginia,
Washington and Wisconsin have enacted state franchise laws. Federal law and rules permit state laws to
govern franchising if they provide protection that is greater than or equal to that provided by federal law
and rules. Most of these state laws require franchisors to provide specific disclosure to franchisees,
generally in the UFOC format document or a format very similar to the UFOC format.
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Most state laws provide franchisees with a private right of action, in addition to administrative
penalties, if a franchisor fails to comply with a state's franchising laws. Moreover, some states, like
California, have laws that govern the relationship between franchisor and franchisee after the franchise
agreement is signed, such as laws that (i) mandate "notice” and "right to cure" periods before termination,
(i) restrict the grounds for termination without the opportunity to "cure" a default, and (iii) restrict the
franchisor's ability to enforce agreements not to compete with the franchisor following termination.

Both the federal rules and the UFOC format require a franchisor to update its offering circular to
include new financial statements and in the event of material changes, such as significant changes in
financial condition, changes to major fee structures, or a change in the business opportunity being
offered.

There are no federal franchise laws in Canada. Alberta has provincial laws requiring use of a
disclosure document similar to the UFOC format document. The Company provides every potential
Canadian franchisee with a disclosure document.

Loans to Franchisees

From time to time, the Company extends financing to certain franchisees for initial franchise fees,
cash advances for working capital and/or the purchase of Company-owned stores. The financing is in the
form of promissory notes payable to the Company. The notes carry interest at an annual rate of 12% and
are personally guaranteed by the franchisee and/or the owner of the franchise. At April 30, 2002, the
aggregate amount due to the Company from franchisees for such financing is $8,121,765, including
accrued interest. Any failure by the franchisees to pay such amounts, if the amounts are not recoverable
by us through other means, could have a material adverse affect on the Company. A total of 33
franchisees have been or are currently in default to the Company. The Company restructured the debt of
15 franchisees, and purchased the territories of 14 others. As of July 1, 2002, 4 franchisees remain in
default, and owe the Company a total amount of $648,940.

In order to make additional financing available to its franchisees, the Company has entered into
an arrangement with TLC, LLC, a third party lender which provides lease-based financing to franchisees.
The Company has agreed to guaranty these franchisee obligations, up to an aggregate maximum of $3
million. In order to secure its obligations to TLC, the Company is required to escrow cash with a third
party escrow agent, against which TLC can draw if the Company fails to meet its guaranty obligations. At
April 30, 2002, the Company had deposited approximately $200,000 in this escrow account, which is
shown as restricted cash on the Company’s balance sheet. Under the terms of its agreement with TLC,
the Company’s obligations to escrow cash may increase to as much as $500,000. Under the TLC
agreement, the minimum escrow amount is $100,000.

Tax Return Preparers

The Company and its franchisees will utilize the services of part-time tax preparers. The bulk of
these preparers will be hired by franchisees for the January through April tax season with the number of
preparers at any given time being adjusted to the demands of that office. Peak employment is expected
to occur in February. The Company anticipates that a typical office will increase the number of tax
preparers from as few as one during the off-season to as many as ten during the peak of tax season. See
"Risk Factors--Business Is Highly Seasonal" and "--Need for a Large Pool of Low Cost Seasonal Labor."

The Company anticipates that its tax preparers will be individuals seeking to supplement their
incomes and who have flexible schedules, such as retirees, undergraduate and graduate students and
part-time employees of other firms. The Company anticipates that many of its seasonal employees will
have had prior experience with other tax return service companies, and further anticipates recruiting
persons taking the Company's tax preparation training programs. See "Business--Training Programs."

Although wages will vary depending on an office's regional location, the Company expects that
the average wage for seasonal tax preparers wili be approximately $6 per hour (C$6), increasing by 2-3%
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a year for each year of service. Tax preparers will also typically receive 5% of the gross dollar volume
they generate as a bonus paid on April 30, effectively giving most preparers the ability to earn from 3$8 to
$15 (C$8 to C$15 in Canada) an hour.

Regulation

In the United States, the tax return preparation industry is regulated by the Internal Revenue Code and
its associated regulations. These laws and regulations govern the preparation of tax returns and the
subsequent electronic filing of tax returns. See “Risk Factors.- Future Availability of Electronic Filing.” The
IRS may refuse to grant an EFIN if a principal was assessed a tax preparer penalty, been convicted of an
IRS or monetary crime, failed to file a tax return or pay taxes, or cannot pass an IRS background
suitability check. Revenue Canada has promulgated similar regulations regarding electronic filing and
discounting. In order to operate non-franchised offices in Canada, Liberty Canada must obtain E-File
numbers for each office. The electronic filing of tax returns is essential to this Company. To the extent
that the Company or its subsidiaries are unable to obtain electronic filing numbers, and the associated
ability to file tax returns electronically, operations will be severely impaired and purchasers could lose
some or all of their investment in the Company.

States also have laws and regulations governing the preparation of state tax returns. Most states
have regulations regarding the electronic filing of tax returns. However, many states accept federal
suitability testing, so if a franchisee can obtain an EFIN from the IRS they can file many state returns
electronically as well.

Both United States law and Canadian law require income tax return preparers, among other
things, to identify themselves as paid preparers on all tax returns which they prepare, to provide
customers with copies of their tax returns and to retain copies of the returns they prepare for three years.
Faiture to comply with these requirements may result in the imposition of penalties. The laws also provide
for assessment of penalties against a preparer who (i) negligently or intentionally disregards federal tax
rules or regulations, (ii) takes a position on a tax return which does not have a realistic possibility of being
sustained on its merits, (iii) willfully attempts to understate a taxpayer's tax liability or (iv) aids or abets in
the understatement of such tax liability. In addition, several states of the United States have enacted or
are considering enactment of legislation which would regulate tax return preparers. The Company does
not carry errors and omissions insurance to cover any penalties that may be imposed. See "Risk Factors-
-insurance Coverage.”

The Company will be subject to regulation in connection with its franchise operations in the
United States and in the Province of Alberta, Canada. See "Business--Franchise Operations--Regulation
of Franchise Operations” and "Risk Factors--Regulation of Franchise Operations.” In addition, refund
anticipation loan programs and proprietary schools (such as the Company's proposed tax training
programs) are regulated in some states. See "Risk Factors--Government Regulation.”

Competition

The tax return preparation and electronic filing business is highly competitive. The Company
believes that its competition will come primarily from three sources: (i) large return preparation services
such as H&R Block and Jackson Hewitt, (ii) numerous small or seasonal tax preparation services,
including accounting and law firms, and (iii) individuals who prepare their own returns. Many of the firms
offering tax preparation services, and many firms not otherwise in the tax preparation business, provide
electronic filing and refund loan services to the public. In particular, both H&R Block and Jackson Hewitt
have programs, including refund anticipation loan programs, that are substantially similar to those the
Company proposes to provide. Commercial tax return preparers and electronic filers are highly
competitive with regard to price, service and reputation for quality. This competitiveness may restrict
growth opportunities for the Company and the prices the Company can charge for its services.

H&R Block dominates the industry. As of July 30, 2001, the date of filing of its most current
annual report on Form 10K, H&R Block reported that it had 10,450 offices in operation in the United
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States, Canada, Australia and Europe as of April 30, 2001, the end of its most recent fiscal year. In the
United States alone, H&R Block operated 9,072 offices, of which 4,012 were owned by franchisees. H&R
Block also estimated that during its fiscal year ended April 30, 2001, it served approximately 17.6 million
taxpayers in the United States, and prepared approximately 16,442,000 individual United States income
tax returns (of which approximately 81% were filed electronically), constituting about 14% of the IRS's
estimate of total United States individual income tax returns filed as of April 30, 2001. According to an
H&R Block press release, H&R Block prepared approximately 18,100,000 returns as of April 30, 2002. In
addition, as of that date H&R Block operated 944 offices in Canada, and filed approximately 1,752,000
Canadian returns with Revenue Canada during the fiscal year ended April 30, 2001. Because of its size,
widespread name recognition and the availability of capital to it, the Company believes that H&R Block
will offer formidable competition to the Company's efforts to establish and expand its tax return
preparation business.

Jackson Hewitt, which is owned by Cendant Corp., is the second largest provider of retail income
tax preparation services in the United States. As of April 1, 2002, the date of filing of Cendant’'s most
current annual report on Form 10-K/A, Cendant Corp. reported that Jackson Hewitt had approximately
3,800 franchised and company-owned offices in 47 states. Cendant also reported that Jackson Hewitt
filed 2,200,000 tax returns in 2001. In a press release dated May 16, 2002, Jackson Hewitt announced
that they had prepared more than 2,500,000 tax returns during tax season 2002 at its more than 3,800
locations. Although Jackson Hewitt has no operations in Canada, the Company believes that once the
Company is able to establish a broader base of offices in the United States, Jackson Hewitt will offer
competition in many of the markets which the Company will seek to enter.

Recent and Prospective Acquisitions and Sales
During Fiscal 2002, and as of the date of this Circular, the Company purchased a total of 42

existing franchised territories and one independently owned tax practice in a number of jurisdictions.
Aggregate purchase price, terms and prior year return volume are as follows:

Purchase Cash Paid at Notes Payable to Forgiveness of Prior Year Return
Price Closing Seller Company Debt Volume
$3,054,443 $371,070 $263,876 $2,239,497 17,195

As of the date of this Circular, the Company resold to franchisees 31 existing franchised locations
and one independently owned tax practice. The aggregate sale price and terms are as follows:

Sale Price Cash Received at Closing Notes Payable to Company
$1,503,278 $278,844 $1,224,436
Litigation

On January 31, 2000, the Company and thirteen of its franchisees filed suit in the U.S. District
Court for the Eastern District of Virginia, Norfolk Division against H&R Block. The Company and its
franchisees alleged that H&R Block engaged in false advertising through the use of advertising which
promoted their refund anticipation loan as a product which allows the customer to “Spend more quality
time with your refund”, gives to the customer a “Rapid Refund”, the “refund amount” or “a check in the
amount of your refund”, without disclosing that the product at issue is a bank loan less fees. H&R Block
denied the allegations. However, on February 17, 2000, shortly after the beginning of a hearing on the
Company’s Motion for Preliminary Injunction filed in this case, H&R Block agreed in a Consent Order to
discontinue the advertising in question. In November 2000, a trial of this case was conducted and on
February 23, 2001 the district court issued an Opinion and Order and then issued a Corrected Circular
Opinion and Order on March 7, 2001. The Court ruled that H&R Block had willfully, maliciously, and in
bad faith committed false advertising in violation of the Lanham Act and had violated an IRS regulation,
which requires that refund anticipation loans clearly be advertised as loans. The Court awarded $506,477
in damages, plus costs and attorney’s fees in the amount of $314,898.69. The Court also entered a
permanent nationwide injunction against H&R Block requiring their future refund anticipation loan
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advertisements to (1) be in compliance with IRS regulations; (2) not refer to a loan as an “advance”,
“refund amount”, or a check in the “amount of your refund”, unless prominently and clearly stating that the
product is a “loan”; and (3) not use the term “Rapid Refund” in connection with a loan.

H&R Block appealed the district court’s ruling on several grounds. On January 10, 2002, the
Fourth Circuit Court of Appeals affirmed in part, vacated in part, and remanded in part the district court's
ruling. First, the appeals court upheld the finding that H&R Block had committed false advertising and had
done so willfully, maliciously and in bad faith, and in violation of IRS regulations, which prohibit
misrepresenting loans as refunds in advertising. As such, the appeals court upheld in its entirety the
award of $314,898.69 in attorney’s fees and costs, which H&R Block paid to the Company with interest in
February 2002. The appeals court vacated the third prong of the nationwide permanent injunction against
use of "Rapid Refund”, holding that the first two prongs of the injunction, which H&R Block did not
challenge on appeal, sufficiently barred H&R Block from ever again misrepresenting loans as refunds in
advertising. And finally, the appeals court held that the $506,477 damage award had been calculated in
an incorrect manner and sent that issue back down to the district court to recalculate. A ruling from the
district court as to the new amount of damages that it will award has not yet been issued.

In addition, the Company has been involved in litigation normally incident to the business affairs
of the Company. Management believes that this litigation, neither individually nor in the aggregate, is
likely to materially adversely affect the company or its financial condition.

Outstanding Indebtedness
Indebtedness of the Company

The Company has both term and line of credit indebtedness, and has substantial repayment
obligations under certain of the indebtedness over the next several years.

In 2001, the Company received a $2 million subordinated loan from Envest, which is secured by
the Company’s assets. Under this loan, the Company must make quarterly interest payments at 12%, and
must pay the loan in full in July 2005. In addition, in conjunction with the making of this loan, the
Company issued a warrant to purchase 46,340 shares of Class A Common Stock to Envest, which are
exercisable by Envest for nominal consideration until July 30, 2008. Envest is entitled to put the Shares
underlying this warrant to the Company and require the Company to repurchase those Shares beginning
July 30, 2004. If Envest elects to exercise this put right, the Company will be obligated to acquire the
warrant or the exercised Shares for a price calculated in accordance with a separate agreement to which
Envest and the Company are parties. This price would be established according to a formula that takes
into account a calculated current value of the Company as of the end of the calendar quarter preceding
the event giving rise to the put.

The Company has a $5 million line of credit with SunTrust that expires on May 31, 2003.
The Company is also indebted to SunTrust under a $1.4 million term loan. The term note is secured by
certain notes receivable held by the Company, and is payable in principal installments of $500,000,
$500,000 and $400,000 in February 2003, 2004 and 2005, respectively. The term note bears interest at
LIBOR plus 1.85%, and the line of credit bears interest at LIBOR plus 2.25%.

The Company has a contractual obligation to Orrtax to pay the remaining balance of is obligations
for the perpetual license for the Orrtax software. These remaining payments total $2.7 million, and are
payable $700,000 on March 1, 2003, $1,000,000 on March 1, 2004 and $1,000,000 on March 1, 2005.

In April 30, 2002, the Company had no remaining balance outstanding under its line of credit with
the Bank of Montreal, which is used to fund Canadian operations during the tax season. That line of credit
has now expired, but the Company expects to obtain a similar line of credit for the 2003 and subsequent
tax seasons.
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The Company also has other obligations and indebtedness, including its guaranty obligations to
TLC, obligations incurring in connection with the acquisition of acquired tax practices, which aggregated
approximately $514,000 as of April 30, 2002, and mortgage obligations incurred in the ordinary course,
which aggregated approximately $260,000 at April 30, 2002.

Restrictive Loan Covenants
Under the Company’s loan agreement with Envest, the Company is subject to certain covenants that
may restrict the Company'’s ability to borrow funds in the future. Among other requirements, the Company

must obtain Envest’s written consent in order to incur any additional debt, excluding:

* aline of credit in an aggregate principal amount not to exceed $6 million and/or any letter
of credit relating to any guaranty on behaif of Liberty Canada;

¢ subordinated indebtedness in an aggregate principal amount not to exceed $2 million,
provided that such subordinated indebtedness is obtained by the Company on
substantially similar terms and conditions as the Envest loan, and is subordinate to the
Envest loan;

e trade payables incurred in the ordinary course of business;

e purchase money indebtedness incurred in connection with the acquisition of tax practices
or other businesses;

e indebtedness incurred to acquire equipment or other goods on a purchase money basis,
secured only by a lien against the asset acquired;

» indebtedness incurred for capitalized lease obligations, which shall not exceed $300,000
in the aggregate; and

indebtedness secured by real estate of Borrower in a principal amount less than the fair
market value of the property secured.

Additionally, the Company must obtain Envest’s written consent in order to guarantee the
indebtedness of Liberty Canada if such indebtedness is not required to be repaid in full by June 30 of
each year, or if such indebtedness exceeds the following limits:

e $11,240,000 until June 30, 2003
e $12,430,000 until June 30, 2004
e $14,870,000 until June 30, 2005
Lastly, the Company must obtain Envest's written consent to guarantee the obligations or

indebtedness of the Company’s franchisees, except in the case of guarantees made in the normal course
of business and not exceeding $3,000,000 in the aggregate.

26
45092_16.D0OC 10/03/02

038




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATION

Overview

The Company is a franchisor and operator of a system of offices in the United States and Canada
engaged in the preparation of personal income tax returns. Through this system of offices, the Company
also offers its customers refund anticipation loans and personal income tax refund discounting.
Approximately 92% of the Company’s revenue is derived from franchise-related activities, including
royalties and advertising fees, franchise fees and refund anticipation loan fees.

The Company’s financial information reflects a variety of changes and the Company’s rapid
growth, as evidenced by the following:

e Prior to the 2000 tax season, the Company bought 11 franchise territories in the United
States and resold all of those territories to other franchisees, and also bought 5 existing tax
preparation businesses and resold all of those businesses to franchisees. The Company
awarded 416 new franchise territories (not all of which operated during the 2000 season) and
sold 19 Company-owned territories to franchisees. A total of 184 territories operated in the
United States during the 2000 tax season. In Canada, Liberty Canada awarded 52 new
franchise territories and opened four new Company-owned territories. Liberty Canada also
terminated 73 franchise territories. A total of 221 territories operated during the 2000 tax
season.

e Prior to the 2001 tax season, the Company bought 15 franchised territories and 2
independently owned tax practices in the United States and resold 6 of the franchised
territories and both of the independently owned tax practices to other franchisees. The
Company awarded 275 new franchise territories (not all of which operated during the 2001
tax season). A total of 256 territories operated in the United States during the 2001 tax
season. In Canada, Liberty Canada awarded 49 new franchise locations (not all of which
operated during the 2001 tax season). A total of 217 territories operated in Canada during the
2001 tax season.

e Prior to the 2002 tax season, the Company bought 28 franchised territories and 1
independently owned tax practice in the United States. The Company sold 18 Company-
owned territories and the independently owned tax practice to franchisees. The Company
awarded 492 new franchise territories (not all of which operated during the 2002 tax season).
The Company also entered into 9 Master Broker Agreements. A total of 351 territories
operated in the United States during the 2002 tax season. In Canada, Liberty Canada
awarded 27 new franchise territories (not all of which operated during the 2002 tax season).
A total of 198 territories operated in Canada during the 2002 tax season.

e Prior to the 2003 tax season and as of the date of this Circular, the Company bought 6
franchised territories in the United States. The Company sold 4 Company-owned territories to
franchisees. The Company has awarded 44 new franchise territories {not all of which will
operate during the 2003 tax season). The Company estimates that a total of 496 territories
will operate in the United States during the 2003 tax season. Liberty Canada has awarded 12
new franchised territories (not all of which will operate during the 2003 tax season). The
Company estimates that a total of 220 territories will operate in the Canada during the 2003
tax season.

¢ In October 2001, the Company acquired the minority 40% interest in Liberty Canada from
DataTax, making the Company the sole shareholder of Liberty Canada. As part of the
transaction, DataTax, also made a $2,000,000 investment in the Company. DataTax sold the
minority interest and made the cash investment in exchange for stock of the Company.
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Results of Operations

Revenue and Gain on Sale of Intangibles and Fixed Assets. Revenue and gain on sale of
intangibles and fixed assets, was $18,024,430 for Fiscal 2002 compared to $10,714,825 in 2001. 22.3%
of the Company's Fiscal 2002 revenue was attributable to Liberty Canada compared to more than 31.1%
for Fiscal 2001. In an effort to build brand name recognition and to attract new franchisees and
customers, the Company spent $3,026,411 on advertising expenses for the period ending April 30, 2002.
These advertising expenses included advertising production costs, Canadian and United States franchise
opportunities, and advertisements for tax return preparation during the tax season.

Revenues from tax return preparation, bank product and tax discounting fees were $5,437,457 in
2002 and $2,792,455 in 2001. Bank product and tax discounting fees are the fees generated from the
Canadian version of the refund anticipation loan program that the Company implements in the United
States. The increase in revenues was a result of the Company operating more territories in Fiscal 2002
compared to Fiscal 2001. Royalties and advertising fees from franchisees, net of royalty concessions,
were $6,779,543 in 2002 and $3,183,583 in 2001. The increase in revenues was a result of a greater
number of franchisees in Fiscal 2002 than in Fiscal 2001. The increase was also due to more of the
existing franchisees becoming subject to a rovyalty structure in Fiscal 2002 that was more favorable to the
Company than the previous royalty structure. A significant portion of this revenue is attributed to Liberty
Canada.

The Company’s income included net gain on the sale to franchisees of Company-owned locations
in the amount of $89,563 in 2002 and $144,737 in 2001. The remainder of the other income and
expenses included interest income from investment instruments of $957,709 in 2002 and $511,163 in
2001, interest expense of $662,371 in 2002 and $324,701 in 2001, and miscellaneous net income of
$182,832 in 2002 and $14,607 in 2001.

Expenses. Operating expenses, including selling, general and administrative expenses
increased to $16,664,345 in Fiscal 2002 from $10,760,285 in Fiscal 2001, primarily from increased start
up operations in the United States.

Operating Income. Profits from operations in Fiscal 2002 were $1,270,522 versus losses of
$190,197 in 2001. This was due primarily to continued expansion of operations in the United States,
where the Company began staffing up in earlier years for future expansion. During Fiscal 2002, the
Company purchased 1 existing tax preparation business for a total of $10,511. This business, as well as
31 Company-owned territories, were sold to franchisees for a total of $1,395,617. Additionally, 171 new
franchised territories operated during the year. During Fiscal 2001 the Company bought 55 existing
franchised territories and 2 independentiy owned tax preparation businesses of varying sizes for a total of
$1,284,644 and sold to franchisees both of the independently owned locations as well as 37 Company-
owned territories. These 37 locations were sold for a total of $779,500. Additionally, 142 new franchised
territories operated during the year.

Income Taxes. For the year ended April 30,2002, the Company recorded an income tax benefit
of $407,000 which resulted from the reversal of a deferred tax valuation allowance of $1,323,000 partially
offset by the tax effect of 2002 income.

A valuation allowance is provided when it is more likely than not that some or all of a deferred tax
asset will not be realized. As of April 30, 2001, the Company had recorded a valuation allowance to fully
offset its deferred tax asset. During 2002, the Company reversed the valuation allowance and recognized
the benefit of its deferred tax assets. Based upon the Company's profitability in 2002 and its expected
future earnings, the Company determined that it is more likely than not that the asset would be realized.
The Company’s balance sheet as of April 30,2002 reflects a net deferred tax asset of $407,000.

Liquidity. The Company has experienced and will continue to experience significant fluctuating

demands on its working capital due to actual and anticipated growth. On April 30, 2002, the Company
had cash and restricted cash of $1,827,433, which was a $402,675 net decrease from the previous year.

28
45092_16.DOC 10/03/02

040




The decrease in cash and restricted cash in Fiscal 2002 was due, in part, to the following significant
events in Fiscal 2002: an increase in receivables of $2,957,556, asset purchases of $538,215, expenses
of $309,176 arising out of internal software development, and repayment of $3,600,102 of debt.

The Company's liquidity is impacted by six loans or debt-related obligations. See “Business-
Outstanding Indebtedness.” The Company has a line of credit at SunTrust Bank in the amount of $5
million for working capital purposes (the “SunTrust Loan”). Pursuant to the current terms of the SunTrust
Loan, the SunTrust Loan must be paid down to zero for at least thirty days each year.

Liberty Canada had two lines of credit at the Bank of Montreal in the aggregate amount of
C$13,750,000, which were used for Liberty Canada’s refund anticipation loan funding and working capital
purposes. These lines of credit expired in May 2002. Liberty Canada intends to renew both lines of credit.
However there can be no assurance that they will be available on terms favorable to the Company. The
Company does not have a line of credit at any other banking establishment.

The Company is indebted to Envest pursuant to the Envest loan. See “Risk Factors--Risks
Associated with Outstanding Indebtedness” and “Business-Outstanding Indebtedness.”

The Company is also indebted to Orrtax Software, inc. in the aggregate amount of $2,700,000.
The debt is the result of the Company’s purchase of a perpetual license to modify and use a tax
preparation software program. Payments are due as follows: $700,000 on March 1, 2003, $1 million on
March 1, 2004 and $1 million on March 1, 2005. If the Company cannot generate sufficient cash from
operations or future offerings of debt or securities to pay the debt when it becomes due, the Company
may be subject to various remedies that would have a material adverse affect on the Company.

The Company’s liquidity is also affected by the requirement that it maintain an escrow account to
secure a portion of its potential obligation to TLC with respect to lease-based credit extended by TLC to
certain of the Company’s franchisees. The Company’s maximum exposure under this arrangement with
TLC is $3 million, and the Company may be obligated to deposit as much as $500,000 in escrow,
depending on the outstanding balance of TLC’s financing to franchisees.

Beginning in July 2004, when the Envest right to put its warrant (or the Shares underlying its
warrant) to the Company matures, the Company may have additional liquidity needs to the extent
necessary to satisfy this put obligation. See “Business-Outstanding Indebtedness-indebtedness of the
Company.”

Management believes that, for the short term, current assets are sufficient to satisfy current
liabilities without the need for additional capital and management does not anticipate any further private
offerings of equity in order to raise capital. However there can be no assurance that additional financing
will not be needed or, if needed, that it will be available on terms favorable to the Company.

Recent Accounting Pronouncements
Statement of Financial Accounting Standards No. 141 and 142

In July 2001, the Company adopted the provisions of Statement of Financial Accounting
Standards (“SFAS”) No. 141, Business Combinations, which requires the purchase method of accounting
be used for all business combinations initiated after June 30, 2001. The Company also adopted certain
provisions of SFAS No. 142, Goodwill and Other Intangible Assets, as required for goodwill and intangible
assets resulting from business combinations consummated after June 30, 2001. The Company acquired
the remaining 40% interest in the Canadian Subsidiary effective October 31, 2001. Goodwill acquired in
this purchase business combination, which was completed before SFAS No. 142 was adopted in full, has
not been amortized. Goodwill and intangible assets acquired before July 1, 2001 were amortized and
tested for impairment in accordance with the appropriate pre-Statement 142 accounting literature. On
May 1, 2002, the Company fully adopted the provisions of SFAS No. 142 and ceased amortization of
goodwill. A transition impairment analysis will be completed during fiscal year 2003.
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Statement of Financial Accounting Standards No. 143

In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 143,
"Accounting for Asset Retirement Obligations,” which addresses financial accounting and reporting for
obligations associated with the retirement of tangible long-lived assets and the associated asset
retirement costs. The standard applies to legal obligations associated with the retirement of long-live
assets that resuit from the acquisition, construction, development and/or normal use of the assets. SFAS
No. 143 is effective for fiscal years beginning after June 15, 2002. The Company does not believe the
implementation of this standard will have a material effect on the Company's financial condition or results
of operations.

Statement of Financial Accounting Standards No. 144

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets". SFAS No. 144 addresses financial accounting and reporting for the impairment or
disposal of long-lived assets. This Statement requires that long-lived assets be reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying
amount of an asset to future net cash flows expected to be generated by the asset. If the carrying amount
of an asset exceeds its estimated future cash flows, an impairment charge is recognized for the amount
by which the carrying amount of the asset exceeds the fair value of the asset. SFAS No. 144 requires
companies to separately report discontinued operations and extends that reporting to a component of an
entity that either has been disposed of (by sale, abandonment, or in a distribution to owners) or is
classified as held for sale. Assets to be disposed of are reported at the lower of the carrying amount or
fair value less cost to sell. SFAS No. 144 is effective for fiscal years beginning after December 15, 2001.
SFAS No. 144 supersedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of." The Company does not believe the implementation of this
standard will have a material effect on the Company's financial condition or results of operations.

Statement of Financial Accounting Standards No. 145

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and
64, Amendment of FASB Statement No. 13, and Technical Corrections”. SFAS No. 145 rescinds FASB
Statement No. 4, “Reporting Gains and Losses from Extinguishments of Debt,” and an amendment of that
Statement, FASB Statement No. 64, “Extinguishments of Debt Made to Satisfy Sinking-Fund
Requirements”. SFAS No. 145 also rescinds FASB Statement No. 44, “Accounting for Intangible Assets
of Motor Carriers”. SFAS No. 145 amends FASB No. 13, Accounting for Leases, to eliminate an
inconsistency between the required accounting for sale-leaseback transactions and the required
accounting for certain lease modifications that have economic effects that are similar to sale-leaseback
transactions. SFAS No. 145 also amends other existing authoritative pronouncements to make various
technical corrections, clarify meanings, or describe their applicability under changed conditions. SFAS
No. 145 is effective for fiscal years beginning after May 15, 2002. The Company does not believe the
implementation of this standard will have a material effect on the Company’s financial condition or results
of operations.

Statement of Financial Accounting Standards No. 146

in June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities,” which addresses financial accounting and reporting for costs associated with exit or
disposal activities and nullifies Emerging Issues Task Force (EITF) Issue No. 94-3, “Liability Recognition
for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring).” This Statement requires that a liability for a cost associated with an exit or
disposal activity be recognized when the liability is incurred. Under Issue 94-3, a liability for an exit cost
as defined in Issue 94-3 was recognized at the date of an entity’s commitment to an exit plan. A
fundamental conclusion reached by the Board in this Statement is that an entity’'s commitment to a plan,
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by itself, does not create a present obligation to others that meets the definition of a liability. Therefore,
this Statement eliminates the definition and requirements for recognition of exit costs in Issue 94-3. This
Statement also establishes that fair value is the objective for initial measurement of the liability. SFAS No.
146 is effective for exit or disposal activities that are initiated after December 31, 2002, with early
application encouraged. SFAS No. 146 is effective prospectively after December 31, 2002. SFAS No. 146
was issued late in June and management is in the process of evaluating the impact of this new standard.

Seasonality

Given the seasonal nature of the tax preparation business, the Company has generated and
expects to continue to generate substantially all of its revenues during January through April of each year.
During fiscal year 2002, the Company generated approximately 64% of its revenues during this period.
The Company generally operates at a loss through the first three quarters of each fiscal year, during
which it incurs costs associated with preparing for the upcoming tax season. During these quarters, the
Company relies on revenues generated during the prior tax season and its credit facility to finance its
operations.
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Directors and Executive Officers

officers.

(1)

Name

John T. Hewiitt

Martha O'Gorman

Donna Halligan

Kathleen Curry

Raymond A. Dunn, Il
Charles N. Lovelace

Timothy J. Robinson

Mark C. Johnson
Steven Sardo
George Robson
Gary Golding
Steven Lepkowski
Ross Longfield
James Davis

Steven Ibbotson

At July 1, 2002.

MANAGEMENT

Age (1)

53

44

50

39

42
49
40
45
43
55
45
40
61
52

40

Position with the Company

Chairman of the Board of Directors, Chief
Executive Officer and President

Vice President of Marketing

Vice President of Franchise Operations and
Secretary

Vice President of Legal

Vice President of Corporate Development
Vice President of Franchise Development
Chief Financial Officer

Vice President of Area Development
President, Liberty Canada

Director

Director

Director

Director

Director

Director

The following sets forth certain information regarding the Company's directors and executive

John T. Hewitt has been Chairman of the Board of Directors, Chief Executive Officer and

President of the Company since its formation in 1996. Before that, he was the founder of Jackson
Hewitt, where he served as Chairman of the Board of Directors and Chief Executive Officer from 1982
(and President from 1986) to 1996. During Mr. Hewitt's tenure, Jackson Hewitt grew from six offices to
over 1,300 offices. From 1970 through 1981, Mr. Hewitt was employed by H&R Block, becoming a
Regional Director in charge of over 200 offices in Pennsylvania, New Jersey and Delaware. Together
with his father, Daniel J. Hewitt, Mr. Hewitt created "Hewtax," the basic tax return preparation software
used by Jackson Hewitt.
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Martha O'Gorman has been Vice President of Marketing of the Company since its formation in
1996. From 1989 through 1996, Ms. O'Gorman served as Director of Communications for Jackson
Hewitt. Before that, Ms. O'Gorman was a partner in an advertising firm in Virginia Beach, Virginia.

Donna Halligan has been Vice President of Franchise Operations and Secretary of the Company
since its formation in 1996. From 1994 to 1996 she was employed by Jackson Hewitt as Director of
Training and Director of Franchisee Operations. Prior to joining Jackson Hewitt's headquarters
operation, Ms. Halligan owned and operated six Jackson Hewitt franchise offices in the Syracuse, New
York territory from 1987 to 1994. Before that, Ms. Halligan operated an independent tax preparation firm
and worked for H&R Block for five years as a tax preparer.

Kathleen Curry has been Vice President of Legal of the Company since July 1997. From 1992
through 1995, Ms. Curry served varicusly as Corporate Attorney, Director of Tax and Software and
Regional Director for Jackson Hewitt. For a brief period during the latter part of 1995 and early part of
1996, Ms. Curry served as a Product Manager for Best Programs, Inc.

Raymond A. Dunn, Il has been the Vice President of Corporate Development since May 2000.
From June 1999 until November 2000, Mr. Dunn was the Company’s Chief Financial Officer. From
August 1994 until June 1999, Mr. Dunn worked for InfiNet Company in Norfolk, Virginia in the varying
capacities of Director of Business Development, Director of Product Development and Controller &
Business Manager. From November 1983 until July 1994, Mr. Dunn provided business consuiting
services as a Certified Public Accountant.

Charles N. Lovelace has been the Vice President of Franchise Development since May 2000.
He also served in the same position from April 1999 to December 1999. From April 1991 until March
1999, Mr. Lovelace was the President of Junior Achievement of Greater Hampton Roads inc. in Norfolk,
Virginia.

Timothy J. Robinson has been Chief Financial Officer since December 2000. From August 1999
until December 2000 Mr. Robinson was Assistant Chief Financial Officer. From 1998 to 1999 Mr.
Robinson was a Division Controlier for Pembroke Enterprises in Virginia Beach, Virginia and from 1994
to 1998 he was Controller for Virtexco Corp. in Norfolk, Virginia. From 1990 to 1994 Mr. Robinson owned
Jackson Hewitt franchises in Los Angeles, California and was employed by Jackson Hewitt from 1992 to
1994 as a field consultant and later a regional director.

Mark C. Johnson has been the Vice President of Area Development since June 2001. From
March 2000 to May 2001 Mr. Johnson was Assistant Vice President of Franchise Development. From
February 1999 untit February 2000, Mr. Johnson was an independent business consultant. Mr. Johnson
served as a Senior Franchise Development Representative for Jackson Hewitt.

Steven Sardo became President of Liberty Tax Services in Canada in April 1998. From October 1995 to
April 1998, Mr. Sardo was President and co-founder of Save-Smart Insurance & Financial Services Inc.
Mr. Sardo was Vice President of Marketing for Mainway Insurance Brokers Ltd. from January 1992
through October 1995.

George Robson has been a Director since April 1999. Mr. Robson is currently retired. He served
as the Chief Financial Officer for Dendrite International, a sales and software concern in Morristown,
New Jersey from June 1997 until June 2002. Mr. Robson was the Chief Financial Officer for H & R Block
in Kansas City, Missouri, from January 1996 until May 1997, and held the same title and position with
Unisys Corp. in Blue Bell, Pennsylvania from January 1990 until December 1995.

Gary Golding has been a Director since October 2000. Mr. Golding has also served as a
General Partner with Edison Venture Fund in Lawrenceville, New Jersey since October 1997. Edison
Venture Fund holds 43,533 Shares and 160,000 shares of Class A Preferred Stock of the Company. Mr.
Golding was a General Partner with CEO Venture Fund in Pittsburgh, Pennsylvania from October 1985
until October 1997.

33
45092_16.DOC 10/03/02

045




Steven Lepkowski has been a Director since June 1999. Since October 1984 until the present,
Mr. Lepkowski has also served as a Marketing Manager for Texas Instruments in Dallas, Texas.

James Davis has been a Director since June 1999. Since May 1977 until the present, he has
also served as a mathematician for the Federal Aviation Administration in Pomona, New Jersey.

Steven Ibbotson has been a Director since June 1999. Since September 1997 until the present,
he has also served as a General Manager for Farm Business Consultants in Calgary, Alberta. From
September 1995 until September 1997, he served as a General Manager-Western Canada for Farm
Business Consultants also in Calgary, Alberta. From September 1993 until September 1995 he served
as Director of Marketing for the same employer in London, Ontario.

Ross Longfield has been a Director since February 2002. He is currently retired after serving in a
variety of executive positions for Beneficial Corporation and subsequently Household international, Inc.,
which acquired Beneficial Bank. From June of 1998 until December 2000, he was Managing Director of
Household Retail Services. From June of 1992 until December 2000, he was Chief Executive Officer of
Beneficial National Bank USA. From June of 1982 until December 2000, he served as Chief Executive
Officer of Beneficial Tax Masters. From June 1997 until June 1998, he was Executive Vice President of
Beneficial Management Corporation. From June 1994 until June 1997, he served as Senior Vice
President of Beneficial Management Corporation.

All directors are elected at the annual meeting of stockholders for a term of one year, and will
hold office until their successors are elected and duly qualified. See "Description of Capital Stock--
General" for a description of the rights of holders of each class of Common Stock with respect to the
election of directors. Directors receive no cash compensation for serving as directors. The Board of
Directors may, from time to time, authorize the award of options to directors to purchase Company
common stock in an amount and at a price determined by the Board of Directors. To date, each outside
director has been awarded 6,000 options, except for Gary Golding, who has been awarded 4,000
options and Ross Longfield, who has been awarded 2,000 options. All officers serve at the discretion of
the Board of Directors.

Certain Relationships and Related Transactions

The Company has made loans to an officer. Creative Management Systems, Inc. (CMS) owns 9
franchised territories (2 of which operated during the 2002 tax season). CMS is controlled by Charles N.
Lovelace. The Company financed CMS’ purchase of the franchised territories and advanced operating
funds to CMS. The Company has also bought 7 franchised territories previously owned by CMS for an
aggregate amount of $340,000. As of the date of this Circular, total financing and advances equaled
$1,181,835, total repayments (including 12% interest) equaled $735,370, and the balance outstanding
equaled $446,465. The Company anticipates that it will continue to make loans to CMS. The Company
has not made any loans to directors. The Company has made loans to Liberty Canada. As of the date of
this Circular, the total amount due from Liberty Canada is $1,857,790, including 12% interest. All
amounts due from Liberty Canada are expected to be collected by April 30, 2006.
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Since May 1, 2000, the Company also borrowed from certain of its officers, directors and certain
shareholders in order to meet liquidity needs. The last of these loans was repaid in June 2001. All of the
loans bore interest at the rate of 12% per annum, and with respect to a number of the loans, the
Company granted warrants to purchase Class A Common Stock, at an exercise price of $12.50 per

share. Details of these affiliate loans are included in the following table:

Repayment Date
February 28, 2001

August 29, 2000

February 22, 2001

June 29, 2001

August 29, 2000

February 28, 2001

February 28, 2001

February 28, 2001

February 28, 2001

Interest

Lender Loan Amount Rate
John T. Hewitt $607,063 12%
Steven
Lepkowski $100,000 12%
Steven
Lepkowski $250,000 12%
Steven
Lepkowski $50,000 12%
J. Gary
ibbotson $100,000 12%
Raymond A.
Dunn, Il $64,071 12%
Timothy J.
Robinson $89,751 12%
Martha
O'Gorman $29,661 12%

0,

Kathleen Curry $28.145 12%
Charles N.
Lovelace $31,533 12%

Executive Compensation

Remuneration of

Directors and Officers

February 28, 2001

Warrants Exercise
Granted Price
12,141 $12.50
N/A
5,000 $12.50
N/A
N/A
1,281 $12.50
1,795 $12.50
593 $12.50
563 $12.50
631 $12.50

The aggregate annual remuneration of each of the three highest paid persons who were officers

or directors during Fiscal 2

002 is as follows:

Name of Capacity in which FY 2002 Aggregate Remuneration
Individual Remuneration was Received Cash Class A Common
Stock Options
John T. Hewitt Chairman’ of the Board of $315,000 5000 at $27.50
Directors, Chief  Executive exercise price
Officer and President
Mark C. Johnson | Vice President of Area $139,000 2,000 at 325
Development exercise price
Leonard Holt Chief Operating Officer (no $135,000 | None
longer with the Company)
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For the year ended July 31, 2003, and during the 12 months ending July 31, 2002, the Company
has paid and expects to pay the following amounts of compensation to the following additional officers:

Name of individual 2002 2003
John T. Hewitt $315,000 $315,000
Mark C. Johnson $139,000 $175,000
Leonard Holt $135,000 N/A
Martha O’Gorman $66,084 $81,250
Donna Halligan $66,084 $81,250
Kathleen Curry $66,900 $75,000
Raymond A. Dunn, !l $118,257 $127,500
Charles N. Lovelace $79,088 $112,500
Timothy J. Robinson $89,279 $105,000
Steven Sardo C$154,350 C$154,350

The numbers above for the year ending July 31, 2003 assume that each officer will earn the maximum
bonus amount available to that officer. The Company’s non-employee directors receive no cash
compensation for their services.

Additional Executive Compensation Information

In calendar year 1998, Mr. Hewitt received no salary, but did receive a grant of stock options in
May 1998 to purchase 5,000 shares of Class A Common Stock at $11 per share. Other executive
officers of the Company were granted options on May 1998 to purchase an aggregate of 20,000 shares
of Class A Common Stock at $10 per share. In calendar year 1999, Mr. Hewitt received $93,046 in
salary. In May 1999, Mr. Hewitt received a grant of stock options to purchase 3,000 shares of Class A
Common Stock at $13.75 per share. In calendar year 2000, Mr. Hewitt received $150,000 in salary. In
May, 2000, Mr. Hewitt received a grant of stock options to purchase 3,700 shares of Class A Common
Stock at $23.38 per share. In calendar year 2001, Mr. Hewitt received $154,375 in salary. In May, 2001,
Mr. Hewitt received a grant of stock options to purchase 5,000 shares of Class A Common Stock at
$13.75 per share. In calendar year 2002, Mr. Hewitt will receive $157,500 in salary and $157,000 in
bonus. In May, 2002, Mr. Hewitt received a grant of stock options to purchase 5,000 shares of Class A
Common Stock at $27.50 per share. Other executive officers of the Company were granted options in
May 1999 to purchase an aggregate of 7,000 shares of Class A Common Stock at $12.50 per share; in
May 2000 to purchase an aggregate of 14,000 (2,000 of which have expired) shares of Class A
Common Stock at $21.25 per share; in May 2001 to purchase an aggregate of 13,800 shares of Class A
Common Stock at $12.50 per share (5,590 of which have expired); and also in May, 2002 to purchase
an aggregate of 10,500 shares of Class A Common Stock at $25.00 per share. A former executive
officer of the Company, Leonard Holt, received $135,000 in salary in calendar year 2001. Mr. Johnson is
scheduled to receive $68,750 in salary and $79,000 in bonus in calendar year 2002. Mr. Dunn is
scheduled to receive $100,844 in salary and $18,605 in bonus in calendar year 2002.

Mr. Sardo, who is employed by Liberty Canada as its President, had an employment agreement
with Liberty Canada, which expired May 4, 2002. Under the terms of that agreement, Mr. Sardo is
eligible for options for up to 10,412 shares of the Company’s Class A common stock, which are
exercisable at $10.00 per share. Each year for four years beginning April 30, 1999, an option for 2,603
shares vests and may be exercised any time within five years of the date of vesting, provided that Mr.
Sardo remains an employee of Liberty Canada.

No other executive officer of the Company has received an aggregate annual compensation in
excess of $100,000 since the Company's formation.
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Indemnification of Directors and Officers

As permitted by Section 102(b)(7) of the Delaware General Corporation Law (the “Delaware
Law”), the Company's certificate of incorporation provides that directors of the Company will not be
personally liable to the Company or its stockholders for monetary damages for breach of fiduciary duty
as a director, except for liability (i) for any breach of the director's duty of loyalty to the Company or its
stockholders, (ii) for acts or omissions not in good faith or which involve intentional misconduct or a
knowing violation of law, (iii) under Section 174 of the Delaware Law, relating to prohibited dividends or
distributions or the repurchase or redemption of stock, or (iv) for any transaction in which the director
derives an improper personal benefit. In addition, the Company's bylaws provide for indemnification of
the Company's officers and directors to the fullest extent permitted under Delaware law.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to
directors, officers or persons controlling the Company pursuant to the foregoing provisions or otherwise,
the Company has been informed that in the opinion of the Securities and Exchange Commission such
indemnification is against public policy as expressed in the Securities Act and is, therefore,
unenforceable.

The Company maintains directors’ and officers' liability insurance against any actual or alleged
error, misstatement, misleading statement, act, omission, neglect or breach of duty by any director or
officer, excluding certain matters including such as fraudulent, dishonest or criminal acts or self-dealing.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The table on the following page sets forth the number and percentage of shares of Class A Common
Stock, Class B Common Stock, Class A Preferred Stock and Class B Preferred Stock owned, as of the
date of this Circular, by (a) each person who, to the knowledge of the Company, is the beneficial owner
of 5% or more of the outstanding shares of Class A or Class B Common Stock, (b) each of the
Company's directors, (c¢) each of the Company's executive officers, and (d) all of the Company's
executive officers and directors as a group. The post-offering numbers reflect indications of interest in
purchasing additional shares in the Offering, but are not binding commitments for such purchases.
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DESCRIPTION OF CAPITAL STOCK
The following summary of the terms of the shares of capital stock of the Company does not purport to be
complete and subject to and qualified in its entirety by reference to the Articles of Incorporation and
Bylaws of the Company, copies of which are available to prospective investors upon request.

General

The Company is authorized to issue, and has issued the number and types of securities described below.

Security Issued Authorized | Common (1) | Percentage (2)
Stock
Equivalent

Class A Common Stock 1,050,166
Class A Common Stock Warrants/Options (3) 214,174
Total Class A Common Stock Securities 1,264,340 2,120,000 1,264,340 80.57%
Class B Common Stock |  90,000] 100,000 | 90,000 | 5.73%
Class A Preferred Stock | 190,000 | 190,000 | 190,000 | 12.11%
Class B Preferred Stock | 25,000 | 33,334 25,000 | 1.59%
Special Voting Preferred Stock | 10 | 10 | 4) | (4)
TOTAL | 1,569,350 [ 2,443,344 | 1,569,350 | 100%

(1) This column equals the number of Class A Common Stock the relevant security is equal to upon
conversion to Class A Common Stock.

(2) This column equals the percentage of the converted security in relation to the total amount of Class
A Common Stock if all the capital stock of the Company were converted as of the date of this Circular to
Class A Common Stock.

(3) As of July 10, 2002, the Company has outstanding 105,775 options to employees issued as
incentive stock options, and an additional 84,455 shares reserved for issuance under the Company’s
stock option plan. A total of 108,399 other options and warrants that are not incentive stock options are
also outstanding.

(4) Already included in issued Class A Common Stock.

Designations, Rights and Preferences of Capital Stock

The Company is offering only Class A Common Stock in this offering. Following is a description of the
Class A Common Stock and ali of the other classes and series of capital stock of the Company.

Class A Common Stock

Holders of Class A Common Stock are entitled to dividends when, as and if declared by the Board of
Directors and in such amounts as the Board of Directors may deem advisable. See "Dividend Policy" and
"Risk Factors--No Cash Dividends.” In the event of any liquidation, dissolution or winding up of the
Company, whether voluntary or involuntary, holders of Common Stock are entitled, after payment or
provision for payment of the debts or other liabilities of the Company, and subject to the prior rights of
holders of any Preferred Stock which may then be outstanding, to share ratably in the remaining assets of
the Company. Class A Common Stock does not possesses any preemptive rights.

Holders of Class A Common Stock are entitled to one vote for each share held of record on each matter
submitted to a vote at a meeting of stockholders. The holders of Class A Common Stock are entitled to
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elect that number of directors equal to the difference between (A) the number of directors elected by
Class B Common Stock, minus one, and (B) the number of directors entitled to be elected by the holders
of all classes of preferred stock. Voting is on a non-cumuliative basis.

Class B Common Stock

All of the Class B Common Stock is held by John T. Hewitt. The rights of Class B Common Stock are
identical to those of Class A Common stock, except for the fact that the holder of Class B Common Stock
is entitled to elect one more director than all of the holders of Class A Common Stock, as described
above.

The holder of the Class B Common Stock may, at the holder's option, elect to convert the Class B
Common Stock into an equal number of fully paid and non-assessable shares of Class A Common Stock.
The right may be exercised with respect to any portion or all of the holder's shares and at any time. In
addition, Mr. Hewitt is a party to agreements with the holders of each of the Class A and Class B
Preferred Stock pursuant to which he has agreed that his Shares of Class B Common Stock would be
converted into Class A Common Stock (thereby extinguishing his ability to elect a majority of directors) if
at any time he ceases to hold at least 10% of the Company’s outstanding equity.

Class A Preferred Stock

Holders of Class A Preferred Stock are entitled to dividends when, as and if declared by the Board of
Directors for the holders of Common Stock. When, as and if a dividend is declared for Common Stock
holders, Class A Preferred Stock holders shall receive dividends as if each share of Class A Preferred
Stock had been converted to one share of Class A Common Stock. See "Dividend Policy" and "Risk
Factors--No Cash Dividends." In the event of any liquidation, dissolution or winding up of the Company,
whether voluntary or involuntary, and in the event of any consolidation or merger of the Company, holders
of Class A Preferred Stock are entitled, after payment or provision for payment of the debts or other
liabilities of the Company, to receive for each share of Class A Preferred Stock an amount equal to the
original issue price per share ($12.50) for each share of Class A Preferred Stock then outstanding plus an
amount equal to the original issue price per share ($12.50) muitiplied by 10% per annum from the original
issue date (in May 1999), compounded annually to the date of such distribution. Holders of Class A
Preferred Stock also have preemptive rights to participate in any offering or sale of the Company
securities. The Class A Preferred Stock may participate in such offering or sale on the same basis as if
the Class A Preferred Stock were converted to Class A Common Stock. The holders of Class A Preferred
Stock also have the right to require the Company to register their securities for sale in the public market in
certain instances following a future initial public offering of the Company.

Holders of Class A Preferred Stock are entitled to one vote for each share held of record on each matter
submitted to a vote at a meeting of stockholders. Voting is on a non-cumulative basis. However, with
respect to the board of directors, the Class A Preferred stockholders, voting as a class, are entitled to
elect, remove and replace two directors. A holder of the Class A Preferred Stock may, at the holder's
option, elect to convert the Class A Preferred Stock into an equal number of shares of Class A Common
Stock. The right may be exercised with respect to any portion or all of a holder's shares and at any time.
In the event that all Class A Preferred Stock is converted to Common Stock, all rights with respect to
Class A Preferred Stock shall cease.

Under the terms of the agreement governing the issuance of the Class A Preferred Stock, the holders of
the Class A Preferred Stock have the right to consent to certain actions taken by the Company, including
amendments to the certificate of incorporation and bylaws of the Company, affiliate transactions entered
into on other than an arms length basis, the issuance of additional stock by the Company except under
limited circumstances, the payment of compensation to any employee in excess of $150,000 per year,
and the issuance of stock options other than pursuant to grants through the Company’s compensation
committee.
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Class B Preferred Stock

The rights of Class B Preferred Common Stock are identical to those of Class A Preferred Stock, except
that the Class B Preferred stockholders, voting as a class, are entitled to appoint an observer to the
Board of Directors until July 2003, and are entitled to designate a single director thereafter.

Envest, the holder of the Class B Preferred Stock, is also entitled to certain rights under the terms of the
Joan agreement pursuant to which it made a $2 million loan to the Company. Under the terms of that loan
agreement, in addition to the debt restrictions described elsewhere in this Circular, see “Business-
Outstanding Indebtedness”, Envest's approval is required in order for the Company to engage in certain
transactions similar to those for which the holders of the Class A and Class B Preferred Stock are
required to consent in their capacity as shareholders, and the Company is also required to maintain
certain financial ratios. The Company is also required to maintain at least $2 million in key-man life
insurance on the life of John T. Hewitt, which would be payable to reduce the loan in the event of Mr.
Hewitt’'s death.

Special Voting Preferred Stock

In conjunction with the acquisition of the remaining 40% minority interest in the Canadian Subsidiary in
October 2001, the Company issued 100,000 shares of Class A Common Stock that are presently held by
Liberty Tax Holding Company, another Canadian subsidiary. That Canadian corporation in turn issued
100,000 of its exchangeable shares to the holder of the 40% minority interest in the Canadian Subsidiary.
Those exchangeable shares are exchangeable on a share-for-share basis for shares of the Class A
Common Stock, upon tender by the holder at any time. In order to ensure that the holder of the
exchangeable shares of the new Canadian subsidiary would be entitled to exercise voting rights
equivalent to those applicable to the 100,000 shares of Class A Common Stock, the Company created a
class of Special Voting Preferred Stock, each share of which has voting rights as if it represented 10,000
shares of Class A Common Stock. The shares of Special Voting Preferred Stock will be automatically
redeemed for $1.00 per share upon the exchange of exchangeable shares for the Class A Common
Stock, on the basis of one share of Special Voting Preferred Stock for each 10,000 shares of Class A
Common Stock exchanged.

Anti-Takeover Provisions of Delaware Law

As a Delaware corporation, the Company is subject to certain antitakeover provisions of the Delaware
Law. Under the business combination provisions of Section 203 of the Delaware Law ("Section 203"), a
Delaware corporation may not engage in any business combination with any interested stockholder for a
period of three years following the date such stockholder became an interested stockholder, unless (i)
prior to such date, the board of directors of the corporation approved either the business combination or
the transaction which resulted in the stockholder becoming an interested stockholder, or (ii) upon
completion of the transaction which resuited in the stockholder becoming an interested stockholder, the
interested stockholder owned at least 85% of the voting stock of the corporation outstanding at the time
the transaction commenced (excluding, for purposes of determining the number of shares outstanding,
(a) shares owned by persons who are directors and also officers and (b) employee stock plans, in certain
instances), or (iii) on or after such date the business combination is approved by the board of directors
and authorized at an annual or special meeting of stockholders by at least 66% of the outstanding voting
stock that is not owned by the interested stockholder. Section 203 defines an interested stockholder to be
any person who (i) owns, directly or indirectly, 15% or more of the outstanding voting stock of the
corporation or (ii) is an affiliate or associate of the corporation and was the owner of 15% or more of the
outstanding voting stock of the corporation at any time within the three-year period immediately before the
date on which it is sought to be determined whether such person (and the affiliates and the associates of
such person) is an interested stockholder. Section 203 defines business combinations to include certain
mergers, consolidations, asset sales, transfers and other transactions resulting in a financial benefit to the
interested stockholder.
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The restrictions imposed by Section 203 do not apply to a corporation if (i) the corporation's original
certificate of incorporation contains a provision expressly electing not to be governed by Section 203 or
(iiy the corporation, by the action of stockholders holding a majority of outstanding stock, adopts an
amendment to its certificate of incorporation or bylaws expressly electing not to be governed by Section
203 (such amendment will not be effective until 12 months after adoption and does not apply to any
business combination between the corporation and any person who became an interested stockholder of
the corporation on or before such adoption). The Company has not elected out of Section 203.
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MARKET FOR THE COMMON STOCK

There is no public market for any of the Company's securities, and, following this Offering, it is not
anticipated that a market will develop for the Class A Common Stock offered hereby. As of the date of
this Circular, there were 254 holders of record of the Class A Common Stock, one holder of record of the
Class B Common Stock, two holders of record of Class A Preferred Stock and one holder of record of
Class B Preferred Stock. All of the shares of Class A Common Stock and Class B Common Stock
outstanding as of the date of this Circular are "restricted securities” as defined under Rule 144 of the
Securities Act. Even though the Shares are not considered “restricted securities”, no sale, transfer,
exchange or other disposition of Shares may be made except in compliance with applicable law and the
regulations of any governmental agency having jurisdiction including, without limitation, rules and
regulations promulgated by any state authority which considers such transaction to fall within its
jurisdiction. The Company may require the delivery by a shareholder of an opinion of counsel acceptable
to the Company to the effect that the proposed sale, transfer, exchange or other disposition of Shares
may be made in compliance with applicable laws and regulations.

See "Risk Factors Limitations on Transfer and Absence of Public Market."

THE OFFERING
General

The Shares are being offered at a price of $40.00 per Share. The Company does not intend to accept
subscriptions for fewer than 500 shares per investor (or a total purchase price of $20,000). However, the
Company will not impose this minimum purchase requirement on any investor who is a shareholder of
the Company as of the date of this Circular. The purchase price must be paid upon subscription for the
Shares. The Company may provide financing for the purchase of Shares. The Shares are being offered
by the Company, on a best efforts basis, through Raymond Dunn, the Company’s Vice President of
Corporate Development. Mr. Dunn will not receive any separate compensation for his efforts in selling
the Shares.

This Offering is a minimum/maximum offering, and no Shares will be sold unless we receive
subscriptions for at least the Minimum Offering. Until the Minimum Offering is subscribed for, all funds
received by the Company for Shares will be deposited with the Escrow Agent, which will hold these
funds until it has received funds aggregating at least the amount of the Minimum Offering. At any time
after funds aggregating at least the Minimum Offering are received by the Escrow Agent, one or more
closings for the Shares may be held. Funds received for Shares after the Minimum Offering is reached
will not be subject to an escrow requirement. if the Escrow Agent has not received funds equal to or
exceeding the Minimum Offering by March 31, 2003, the Escrow Agent will return all funds, without any
deduction for expenses, directly to the subscribers. Purchases by directors and officers of the Company,
or their affiliates, will not be counted in determining whether the Minimum Offering has been sold.

The Escrow Agent may be reached at SouthTrust Bank, c/o Chuck Russell, 1304 Greebrier Parkway,
Chesapeake, Virginia 23320.

Raymond A. Dunn, Il, as an agent of the Company, is acting as the Company’s agent in selling the
Shares in each of these jurisdictions.

In Virginia, the Offering of the Shares will be limited to our existing shareholders, franchisees and
employees. In Maryland and a limited number of other states, the Offering will be limited to existing
shareholders and franchisees.

The certificates for the Shares will bear legends stating that they are subject to the foregoing restrictions
on transfer. See “Risk Factors-- Limitations on Transfer and Absence of Public Market.”

43
45092_16.DOC 10/03/02

055




Each investor must make his own investment decision as to the merits of this Offering. Any Shares
acquired in the Offering must be held by the investor for investment purposes in accordance with
applicable law. The Company retains the right to terminate the Offering at any time and for any reason.

The cost of complying with regulatory laws, and all expenses incurred by the Company in connection
with the Offering including, but not limited to, expenses incurred prior to the Offering, will be borne by the
Company.

Suitability of Investment

The Offering is made in reliance upon an exemption from registration under the Securities Act. The
speculative nature of the success of the Company’s business, together with the lack of liquidity of the
Shares makes this investment only suitable for investors who have adequate financial resources and
who can afford the total loss of their investment. See “Risk Factors—Limitations on Transfer and
Absence of Public Market.”

Prospective investors are encouraged to consult their personal financial advisors to determine whether
an investment in the Shares is appropriate. The Company may reject subscriptions, in whole or in part,
in its absolute discretion.

Suitability Requirements

Investors must be able to bear the economic risk of the investment for an indefinite period of time
because the Shares cannot be sold unless they are subsequently registered under, or are subject to an
exemption from, the relevant state securities laws.

Investment Procedure

Each prospective investor will be required to complete and deliver to the Company the attached
Subscription Agreement. Subscriptions will be accepted from investors only in the form of the revised
Subscription Agreement that is attached to this Circular.

The Subscription Agreement requires each investor to represent, among other things, that the investor
meets each of the following requirements: (a) the investor is acquiring the Shares for the investor’'s own
account for investment and not with a view to resale or distribution thereof, (b) the investor understands
that the investor may not have any liquidity in the Shares, and that there is significant risk of loss of the
investor’s investment, and (c) the investor has the financial ability to bear the risk of losing the investor’'s
investment. Concurrently with the execution and delivery of the Subscription Agreement, each investor
must remit funds in an amount equal to the purchase price of the Shares being purchased to the
Company.

If executed Subscription Agreements for more than 125,000 Shares are received by the Company, the
Company may in its discretion reduce each prospective investor's requested number of Shares by any
amount without prior notice to or consent by any prospective investor. The closings of the Offering will
take place as determined by the Company. The Company may elect to hold more than one Closing. All
Closings will be held at a time and place and on the date selected by the Company.

Closing Conditions

Each prospective investor will not be deemed to have purchased any Shares until such time as all of the
following conditions to closing have occurred: (i) the applicable Subscription Agreement has been duly
and validly executed and delivered to the Company; (i) the Company has accepted the subscription
evidenced by the Subscription Agreement; (iii) closing documents, in form and substance satisfactory to
the Company and its counsel, have been executed and delivered; and (iv) the purchase price has been
transmitted.
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INDEPENDENT AUDITORS

The consolidated financial statements of the Company as of and for the year ended April 30, 2002, April
30, 2001 and April 30, 2000 are included in this Circular.

The consolidated financial statements as of and for the year ended April 30, 2002 have been audited by
KPMG LLP, independent auditors as stated in their report appearing herein.

The consolidated financial statements as of and for the year ended April 30, 2001 has been audited by
Deloitte & Touche LLP, independent auditors as stated in their report appearing herein.
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JTH TAX, INC. AND SUBSIDIARIES
Consolidated Financial Statements
April 30, 2002

(With Independent Auditors’ Report Thereon)
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Independent Auditors’ Report

The Board of Directors and Stockholders
JTH Tax, Inc. and subsidiaries:

We have audited the accompanying consolidated balance sheet of JTH Tax, Inc. and subsidiaries as of
April 30, 2002, and the related consolidated statements of income, stockholders’ equity and comprehensive
income, and cash flows for the year then ended. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of JTH Tax, Inc. and subsidiaries as of April 30, 2002, and the results of
their operations and their cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

As stated in note 12 to the consolidated financial statements, basic net income per share has been restated.

As discussed in note 1 to the consolidated financial statements, effective July 1, 2001, the Company
adopted the provisions of Statement of Financial Accounting Standards (SFAS) No. 141, Business
Combinations, and certain provisions of SFAS No. 142, Goodwill and Other Intangible Assets, as required
for goodwill and intangible assets resulting from business combinations consummated after June 30, 2001.

KPMe LLP

Norfolk, Virginia

June 21, 2002, except as to
note 12, which is as of
September 9, 2002
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JTH TAX, INC. AND SUBSIDIARIES
Consolidated Balance Sheet
April 30, 2002

Assets (Notes 7 and 8)
Current assets:
Cash and cash equivalents $ 1,627,135
Receivables (note 3):
Trade accounts 7,009,258
Notes receivable (note 6) 3,200,706
Interest 367,010
Allowance for doubtful accounts (2,438,200)
Total receivables, net 8,138,774
Inventory 214,731
Prepaid expenses and other current assets 32,877
Total current assets 10,013,517
Property and equipment, net (note 4) 5,328,458
Notes receivable, excluding current portion (notes 3 and 6) 5,932,381
Intangible assets, net (notes 2 and 5) 3,073,246
Restricted cash 200,298
Deposits 50,276
Deferred income taxes (note 9) ' 941,000
Total assets $ 25,539,176

Liabilities and Stockholders’ Equity

Current liabilities:

Lines of credit (note 6) $ 564,299
Current installments of long-term debt (note 7) 801,497
Accounts payable and accrued expenses 3,749,964
Deferred franchise fees 187,573
Deferred income taxes (note 9) 534,000
Total current liabilities 5,837,333
Long-term debt, excluding current installments (note 7) 1,372,203
Franchise deposits 577,534
Other long-term liabilities 2,050,232
Subordinated debt, net of original issue discount (note 8) 1,119,749
Total liabilities 10,957,051

Stockholders’ equity (notes 10 and 11):
Common stock 1,045,856
Preferred stock 2,872,742
Special voting preferred stock 10
Exchangeable shares (note 2) 100,000
Put warrants 970,000
Additional paid-in capital ‘ 10,395,767
Treasury stock, at cost (89,000)
Cumulative other comprehensive loss (73,686)
Accumulated deficit (639,564)
Total stockholders’ equity 14,582,125

Commitments, contingencies and subsequent event (notes 6, 16, 17 and 18)
Total liabilities and stockholders’ equity $ 25,539,176

See accompanying notes to consolidated financial statements.
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JTH TAX, INC. AND SUBSIDIARIES
Consolidated Statement of Income

Year ended April 30, 2002

Revenues:
Royalties and advertising fees ' $ 6,779,543
Franchise fees, net of provision for franchise fee refunds of $556,200 5,246,600
Tax preparation fees, net of discounts 1,041,325
Bank product and tax discounting income 4,396,132
Bookkeeping and consulting income 232,880
Other income 238,387
Total revenue 17,934,867
Operating expenses:
Employee compensation and benefits 5,853,431
General and administrative expenses 7,343,868
Advertising expense 3,026,411
Depreciation and amortization expense 440,635
Total operating expenses 16,664,345
Operating income 1,270,522
Other income (expense), net:
Interest income 957,709
Interest expense (note 10) (662,371)
Gain on sale of intangibles and property and equipment, net 89,563
Other, net 182,832
Minority interest in subsidiary’s net loss (note 2) 280,024
Income before income taxes 2,118,279
Income tax benefit (note 9) 407,000
Net income $ 2,525,279
Net income per share (note 12):
Basic net income per share (restated - note 12) $ 2.11
Weighted average number of common shares and convertible
preterred stock and exchangeable shares outstanding (restated - note 12) 1,198,092
Diluted net income per share $ 2.02

Weighted average number of common shares and dilutive potential
common shares outstanding 1,252,098

See accompanying notes to consolidated financial statements.
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JTH TAX, INC. AND SUBSIDIARIES
Consolidated Statement of Cash Flows
Year ended April 30, 2002

Cash flows from operating activities:

Net income g 2,525,279

Adjustments to reconcile net income to net cash used in operating activities:
Depreciation and amortization 440,635
Bad debt expense 1,054,455
Write down of impaired assets 206,845
Amortization of original issue discount 216,740
Foreign currency translation '(35,533)
Minority interest in subsidiary’s net loss (280,024)
Gain on sale of intangible assets and property and equipment, net (89,563)
Deferred tax benefit (407,000)

Changes in assets and liabilities increasing (decreasing) cash flows
from operating activities:

Trade accounts receivable (4,146,337)
Notes receivable (2,491,932)
Interest receivable (154,748)
Inventory (15,130)
Prepaid expenses and other current assets 53,289
Deposits 188,856
Accounts payable and accrued expenses 279,465
Deferred franchise fees and franchise deposits (66,419)
Net cash used in operating activities _ (2,721,122)
Cash flows from investing activities:
Issuance of operating loans to franchisees (1,594,366)
Payments received from franchisees 2,027,641
Purchases of customer lists and other assets (264,920)
Proceeds from sale of customer lists and other assets 268,163
Purchases of property and equipment (847,391)
Net cash used in investing activities (410,873)
Cash flows from financing activities:
Proceeds from sales of common stock, net of issuance costs 2,746,550
Proceeds from sale of preferred stock, net of issuance costs 497,742
Net repayments under lines of credit (1,260,318)
Proceeds from issuance of subordinated debt 2,000,000
Proceeds from long-term debt 1,403,561
Repayment of long-term debt (2,339,784)
Payment of deferred financing costs (92,856)
Net cash provided by financing activities 2,954,895
Net decrease in cash and cash equivalents (177,100)
Cash and cash equivalents at beginning of year 1,804,235
Cash and cash equivalents at end of year § 1,627,135
Supplemental disclosure of cash flow information -
Cash paid for interest b 566,675
F-6 ‘ (Continued)
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JTH TAX, INC. AND SUBSIDIARIES
Consolidated Statement of Cash Flows
Year ended April 30, 2002

Supplemental disclosure of noncash investing and financing activities:

During the year ended April 30, 2002, the Company acquired certain assets from franchisees as follows:

Fair value of assets purchased $ 2,265,326
Receivables forgiven (1,703,245)
Notes payable issued , (120,992)
Deferred revenue reversed 44,118
Common stock issued (51,287)
Applied to sales of franchise territories (169,000)
Cash paid to seller § 264,920
During the year ended April 30, 2002, the Company sold certain assets to franchisees as follows:
Book value of assets sold S 896,739
Franchise fee revenue 83,527
Gain on sale 70,102
Deferred gain on sale 55,940
Applied from acquisitions of franchise territories (169,000)
Notes issued (687,200)
Lease obligations assumed » 18,055
Cash received $ 268,163

In 2002, the Company issued 3,470 shares of Class A common stock valued at $51,287 in
connection with the purchase of customer lists.

In 2002, the Company purchased proprietary software which is included in property and equipment.
Amounts due to the vendor at April 30, 2002 include $1,700,000, which is included in accounts
payable and accrued expenses, and $2,000,000, which is included on other long-term liabilities.

In 2002, the Company acquired the remaining 40% minority interest in the Canadian Subsidiary.

The total value of consideration given totaled $3,842,800, and the Company received $2,000,000 in
cash. The excess of consideration given over cash received was allocated to goodwill (note 2).

In connection with securing the $2,000,000 subordinated debt (note 8), the Company issued warrants
to the lender. The value of the warrants issued was deemed to be $970,000 as of the date of
issuance, which was recorded as original issue discount and reflected as a reduction of the outstanding
subordinated debt balance of $2,000,000 in the accompanying consolidated balance sheet.

See accompanying notes to consolidated financial statements.
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JTH TAX, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

April 30, 2002

Organization and Significant Accounting Policies

(a)

(d)

(©

(d)

(e)

Organization

JTH Tax, Inc. and subsidiaries (the Company) is a franchisor and operator of a system of offices in
the United States and Canada engaged in the preparation of personal income tax returns. Through
this system of offices, the Company also offers its customers refund anticipation loans and personal
income tax refund discounting. The Company operates under the trade name “Liberty Tax Service.”

The Company was formed in October 1996 as a Delaware corporation. EmployeesPlus, Inc., a
Virginia corporation and a wholly owned subsidiary of the Company, was created in November 2000
and currently operates Company-owned store locations. Liberty Tax Service, Inc., (the Canadian
Subsidiary) was incorporated under the Companies Act of Manitoba, Canada in May 1994 and was
60% owned by JTH Tax, Inc. until October 2001, Liberty Tax Holding Corporation (Holdings) was
created in October 2001 as an Ontario Corporation and is a wholly owned subsidiary of JTH Tax,
Inc. Holdings acquired the remaining 40% ownership of the Canadian Subsidiary effective
October 31, 2001 (note 2).

Principles of Consolidation

The consolidated financial statements include the accounts of JTH Tax, Inc. and its wholly owned
subsidiaries, EmployeesPlus, Inc., Liberty Tax Service, Inc. and Liberty Tax Holding Corporation.
All significant intercompany balances and transactions have been eliminated in consolidation. The
minority interest share of net loss reflected on the statement of income reflects the proportionate
share of net loss in the Canadian Subsidiary prior to the October 31, 2001 acquisition of the minority
interest by the Company.

Assets and liabilities of the Canadian Subsidiary have been translated into U.S. Dollars using the
exchange rate in effect at the end of the year. The revenues and expenses have been translated using
the average rates in effect each month of the year. Transaction gains and losses are recognized in the
year of occurrence.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid debt
instruments with original maturities of three months or less to be cash equivalents.

Restricted Cash

Restricted cash includes amounts held in an escrow account as collateral for the Company’s
guarantee of certain leases of its franchisees.

Notes Receivable

Notes receivable are recorded at cost, less the related allowance for doubtful accounts. Because the
repayment of the notes receivable is dependent on the performance of the underlying franchise which
collateralizes the note, management estimates the amount of the allowance for doubtful accounts
based on a comparison of amounts due to the estimated fair value of the underlying franchise.
Impairment losses are included in the allowance for doubtful accounts through a charge to bad debt
expense.
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Inventory

Inventory consists of supplies and signs for sale to franchisees. Inventories are stated at the lower of
cost or market, determined on a first-in, first-out basis.

Property and Equipment

Property and equipment are stated at cost. Depreciation is calculated using the straight-line method
over the estimated useful lives of the depreciable assets, generally 3 to 5 years for computer
equipment, 7 years for furniture and fixtures and 20 to 35 years for buildings. Leasehold
improvements are amortized over the lesser of the lease term or the estimated useful lives of the
assets.

Intangible Assets

Intangible assets consist primarily of the goodwill associated with the acquisition of the Canadian
Subsidiary, as well as the value assigned to customer lists, covenants not to compete and goodwill
related to Company-owned stores acquired by the Company, which are generally amortized using the
straight-line method over their estimated useful lives. Customer lists are amortized over five years.
Covenants not to compete are amortized over the term of the non-competition agreement, which is
typically three years. Goodwill related to the 60% interest in the Canadian Subsidiary and stores
acquired is amortized over 10 and 5 years, respectively.

In July 2001, the Company adopted the provisions of Statement of Financial Accounting Standards
(SFAS) No. 141, Business Combinations, which requires the purchase method of accounting be used
for all business combinations initiated after June 30, 2001. The Company also adopted certain
provisions of SFAS No. 142, Goodwill and Other Intangible Assets, as required for goodwill and
intangible assets resulting from business combinations consummated after June 30, 2001. As
disclosed in note 2, the Company acquired the remaining 40% interest in the Canadian Subsidiary
effective October 31, 2001. Goodwill acquired in this purchase business combination, which was
completed before SFAS No. 142 was adopted in full, has not been amortized. Goodwill and
intangible assets acquired before July 1, 2001 were amortized and tested for impairment in
accordance with the appropriate pre-Statement 142 accounting literature. On May 1, 2002, the
Company fully adopted the provisions of SFAS No. 142 and ceased amortization of goodwill. A
transition impairment analysis will be completed during fiscal year 2003.

Deferred Franchise Fees

The Company may receive all or part of the initial franchise fee prior to the execution of the
franchise agreement. These amounts are classified as deferred franchise fees until the franchise fee
qualifies to be recognized as revenue or is refunded.

Franchise Deposits

For the period from May 1, 1999 through November 1, 1999, the Company waived the initial
franchise fee for new franchise territories except in areas of the United States where the Company
had operated prior to May 1, 1999 and in Hampton Roads, Virginia. The Company required that
these new franchisees pay a security deposit for each territory. These security deposits are held by
the Company until expiration or termination of the franchise agreement.
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Other Long-Term Liabilities

Other long-term liabilities include $2,000,000 due to a vendor for the purchase of a perpetual license
for proprietary tax preparation software. The amount is non-interest bearing and due in two equal
installments in fiscal year 2004 and 2005.

Revenue Recognition

Franchise fee revenue, net of a provision for franchise fee refunds of 8%, is recognized when
obligations of the Company to prepare the franchisee for operation have been substantially
completed. Franchise fees that are financed by the Company are recorded as deferred franchise fees
until such time as the franchisee has made a significant financial commitment (20%). Royalties and
advertising fees are recognized currently as the franchised territory generates sales. Electronic
transfer fees, tax return preparation fees and bank product fees are recognized as revenue in the
period the related tax return is filed or prepared for the customer. Discounts are recorded for
promotional programs at the time the return is prepared.

Franchise fees are also recognized from master broker sales wherein the Company sells a cluster of
territories to an individual. The initial fee paid by the master broker is recognized as revenue upon
the execution of the master broker agreement.

Gains on sales of Company-owned stores, which are financed by the Company, are deferred until the
franchisee has made a significant financial commitment (20%). Losses on sales of Company-owned
stores are recognized immediately.

The Company ceases the accrual of interest income on notes receivable once they become past due.

Other Income, Net

Other income, net consists of a net gain incurred on the settlement of various litigation totaling
$57,832 and a gain realized on the early extinguishment of long-term debt of $125,000.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to the differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measured using enacted rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled.
The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the
period that includes the enactment date.

Impairment of Long-Lived Assets

The Company reviews long-lived assets and certain identifiable intangible assets to be held and used
for impairment when events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. If an evaluation is required, the estimated future undiscounted cash
flows associated with the asset are compared to the asset’s carrying amount to determine if a write
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down to market or discounted cash flow value is required. The Company reports long-lived assets
and certain identifiable assets to be disposed at the.lower of the carrying amount or fair value less
costs to sell. For the year ended April 30, 2002, the Company recognized an impairment loss of
$206,845 related to Company-owned stores which has been included in general and administrative
expenses in the accompanying consolidated statement of income.

Comprehensive Income

Comprehensive income consists of net income and the foreign currency translation adjustment and is
presented in the consolidated statement of stockholders’ equity.

Stock-Based Compensation

As permitted under SFAS No. 123, Accounting for Stock-Based Compensation, the Company has
chosen to account for stock-based compensation using the intrinsic-value method prescribed in
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (APB
Opinion No. 25), and related interpretations. Accordingly, compensation cost for stock options is
measured as the excess, if any, of the estimated fair value of the Company’s stock at the date of grant
over the amount an employee must pay to acquire the stock.

Net Income Per Common Share

Basic net income per share has been computed by dividing net income by the weighted average
number of common shares and convertible preferred stock and exchangeable shares outstanding on
an if converted basis. Diluted net income per share reflects the potential dilution that could occur
assuming the inclusion of dilutive potential common shares and has been computed by dividing net
income by the weighted average number of common shares and convertible preferred stock and
exchangeable shares outstanding and dilutive potential common shares outstanding. Dilutive
potential common shares include all outstanding stock options and warrants after applying the
treasury stock method.

Use of Estimates

Management of the Company has made a number of estimates and assumptions relating to the
reporting of assets and liabilities and the disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period to prepare these consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America. Actual results could differ from those estimates.

Acquisition of 40% Interest in the Canadian Subsidiary

In October 2001, the Company, through its wholly owned subsidiary, Holdings, acquired the remaining
40% of the outstanding common stock of the Canadian Subsidiary in a transaction which was accounted
for as a purchase. The consolidated financial statements include the operating results of this 40% interest in
the Canadian Subsidiary from October 31, 2001, the effective date of the transaction. The minority interest
share of net loss reflected on the statement of income reflects the proportionate share of net loss
attributable to the other owner of the Canadian Subsidiary prior to October 31, 2001, which was $280,024.
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Immediately preceding the acquisition, the Company issued 260,000 shares of common stock and 10
shares of special voting preferred stock to Holdings. In a single transaction, Holdings issued consideration
to the minority sharcholder consisting of 160,000 shares of Class A common stock and 10 shares of special
voting preferred stock of the Company and 100,000 shares of exchangeable shares of Holdings in
exchange for $2,000,000 in cash and the 40% minority interest in the Canadian subsidiary. The 100,000
exchangeable shares issued by Holdings are exchangeable at any time at a 1:1 ratio into the Class A
common stock of the Company. The remaining 100,000 shares of Class A common stock of the Company
issued to Holdings are held by Holdings to satisfy the exchange provisions of the exchangeable shares.
These shares are eliminated in consolidation. The special voting preferred shares issued have a $1.00 par
value and no liquidation value and provide the holder with an equivalent of 10,000 common share votes
per share on any matter brought before the Company’s stockholders. These shares provide the holder with
the equivalent voting rights of the exchangeable shares and are cancelled pro rata as the exchangeable
shares are exchanged for Class A common stock.

Because the exchangeable shares give the holder no rights with respect to Holdings other than the right to
exchange the interest for Class A common stock of the Company, both the Class A common stock and the
exchangeable shares issued in conjunction with the acquisition were valued at $14.78 per share, which is
the estimated fair value per share of the Class A common stock of the Company as determined by the
Board of Directors based on recent sales of Class A common shares. As a result, the acquisition can be
summarized as follows:

Consideration given, at estimated fair value:

160,000 shares of Class A common stock issued S 2,364,800
100,000 shares of exchangeable shares issued 1,478,000

10 shares of Special Voting preferred stock issued —
Total value of consideration 3,842,800
Cash received (2,000,000)
Purchase price for 40% interest in the Canadian Subsidiary $ 1,842,800

The purchase price in excess of the fair value of tangible assets and liabilities was allocated to goodwill.
Because the acquisition was consummated after June 30, 2001, the acquisition was accounted for under the
provisions of SFAS No. 141. As a result, the goodwill is not being amortized and will be tested for
impairment at least annually.

Notes Receivable

The Company provides financing to franchisees for the purchase of franchises and/or for working capital
and equipment needs. The notes generally are payable annually over five years and bear interest at various
rates ranging from 8% to 12%. Transactions for 2002 are as follows:
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Balance at beginning of year $ 6,665,060
Notes tssued:
Sales of franchise territories 3,488,245
Sales of Company-owned stores 1,385,610
Operating loans to franchisees ' 1,594,366
Refinancing of accounts receivable 289,698
Less:
Repayment of notes 2,470,869
Notes canceled 1,799,397
Foreign currency adjustment related to notes 19,626
Balance at end of year $ 9,133,087

Notes receivable reflected on the accompanying consolidated balance sheet include notes related to the sale
of Company-owned stores as well as loans to franchisees for working capital and equipment. Most of the
notes receivable reflected on the accompanying consolidated balance sheet are due from the Company’s
franchisees. The notes are collateralized by the underlying franchise and are guaranteed by the franchisees.
The franchisees’ ability to repay the notes is dependent upon the performance of the tax preparation
industry as a whole and the Company in particular. Management believes that the recorded allowance is
adequate based upon its consideration of the estimated value of the franchises supporting the receivables.
Any adverse change in the tax preparation industry could affect the Company’s estimate of the allowance.

At April 30, 2002, the Company had an investment in impaired notes and related interest receivable of
approximately $1,671,000, which had recorded values that exceeded the fair value of the underlying
collateral by approximately $634,000. In addition, the Company had trade accounts receivable due from
these franchisees of approximately $267,000 at April 30, 2002. The Company has reflected an allowance
of $901,000 for this impairment in the accompanying consolidated balance sheet. Activity in the allowance
for doubtful accounts for the year ended April 30, 2002 is summarized as follows:

Beginning balance $ 1,812,319
Additions charged to expense 1,054,455
Write-offs (428,574)
Ending balance $ 2,438,200

The Company’s average investment in impaired notes receivable during the year ended April 30, 2002 was
approximately $1,709,000. Interest income related to these notes was approximately $63,000.

Property and Equipment, Net
Property and equipment, net consists of the following at April 30, 2002:
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Land $ 188,049
Buildings 489,450
Leasehold improvements 9,102
Furniture, fixtures and equipment 1,041,679
Software development costs 4,009,176

5,737,456
Less accumulated depreciation and amortization 408,998
Property and equipment, net $ 5,328,458

During 2002, Company acquired a perpetual license for proprietary tax preparation software to be used by
its Company-owned stores and franchisees. Capitalized costs related to this software, which were
substantially all external, totaled $4,009,176 at April 30, 2002 and have been included in property and
equipment in the accompanying consolidated balance sheet. The software will be placed in service in a
limited number of franchise territories for the 2003 tax season.

Intangible Assets, Net
Intangible assets, net consists of the following at April 30, 2002:

Goodwill $ 2,277,201
Customer lists 1,127,935
Other intangibles 117,549
3,522,685

Less accumulated amortization 449,439
Intangible assets, net $ 3,073,246

Amortization expense for the year ended April 30, 2002 was $290,788.

Lines of Credit

The Company has a line of credit with a financial institution which allows for borrowings up to $2,000,000
and accrues interest at LIBOR plus 2.25%. The line is collateralized by notes receivable and expires on
July 31, 2002. There were no borrowings against the line at April 30, 2002.

The Canadian Subsidiary has a line of credit with a financial institution which allows for borrowings of up
to $8,750,000 and accrues interest at prime plus 2.375%. Outstanding borrowings are collateralized by a
$1,000,000 letter of credit issued on behalf of the Company by the Company’s bank. The line expired
May 31, 2002, at which time all amounts outstanding on the line were paid in full. The Company expects
to renew the line in September 2002. Borrowings against the line were $564,299 at April 30, 2002.

Long-Term Debt
Long-term debt at April 30, 2002 consists of the following:
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Mortgage note payable to a bank in monthly installments of $1,236

including interest at 8.50% through December 2019; collateralized

by land and building $ 133,794
Mortgage note payable to a bank in monthly installments of $1,389

including interest at 9.25% through August 2010; collateralized

by land and building 126,218
Notes payable for acquired practices, interest rates ranging from
6.25% to 12%; due in May 2002 through February 2006 513,688

Term note payable in three annual installments of $500,000 in February
2003, $500,000 in February 2004 and $400,000 in February 2005;
interest payable monthly at LIBOR plus 1.85%; collateralized
by substantially all the assets of the Company; unconditionally

guaranteed by a stockholder of the Company 1,400,000
Total long-term debt 2,173,700

Less current installments 801,497
Total long-term debt, less current installments § 1,372,203

Aggregate maturities of long-term debt as of April 30, 2002 are as follows:

2003 ' S 801,497
2004 643,103
2005 462,011
2006 47.502
2007 12,574
Thereafter 207,013

S 2,173,700

The $1,400,000 term note payable contains several financial covenants which the Company must meet,
including a minimum debt service charge ratio, a minimum level of tangible net worth and a maximum
debt to net worth ratio.

Subordinated Debt

In July 2001, the Company borrowed $2,000,000 from a venture capital group. The loan bears interest at
12%, which is payable quarterly, and is due in full in July 2005. The loan is collateralized by substantially
all the assets of the Company, but is subordinated to the $2,000,000 line of credit discussed in note 6 and
the $1,400,000 term loan discussed in note 7. The loan contains several financial covenants which the
Company must meet, including a maximum debt to earnings before interest, taxes, depreciation and
amortization ratio and a minimum fixed charge coverage ratio.

In connection with securing the above loan, the Company issued warrants to the lender to purchase 46,340
shares of Class A common stock at a nominal price (note 10). The value of the warrants issued was
deemed to be $970,000 as of the date of issuance. The Company recorded original issue discount for this
amount, which is reflected as a reduction of the outstanding subordinated debt balance of $2,000,000 as of
April 30, 2002. The Company is amortizing the original issue discount over the life of the loan using the
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effective interest method. Interest totaling $89,749 was recorded in 2002 related to the amortization of the
original issue discount. The effective interest rate was 33.9%.

Income Taxes

Components of income tax benefit for the year ended April 30, 2002 were as follows:

Current Deferred Total
Federal $ — 346,000 346,000
State — 61,000 61,000
$ — 407,000 407,000

The Company’s effective tax rate differs from the U.S. Federal statutory rate for the year ended April 30,
2002 as follows:

Computed “expected” income tax expense S 720,000
Increase (decrease) in income taxes resulting from:
State income taxes, net of federal benefit 127,000
Goodwill amortization 12,000
Nondeductible expenses 49,000
Change in valuation allowance (1,323,000)
Rate differential on Canadian taxable income 6,000
Other 2,000
$ (407,000)

The tax effect of temporary differences between the financial statement carrying amounts and tax bases of
assets and liabilities that give rise to significant portions of deferred tax assets and liabilities at April 30,
2002 are as follows:

Deferred. tax assets:

Net operating loss carryforwards 5 934,000
Accounts payable and accrued liabilities, deductible
for tax purposes when paid 442,000
Allowance for doubtful accounts, deductible for
tax purposes when accounts are written off 840,000
Property and equipment, due to differences between
book and tax depreciation methods 7,000
Total deferred tax assets 2,223,000

Deferred tax liability -
Accounts receivable, included in taxable income

when payment is received 1,816,000
Net deferred tax asset $ 407,000
F-16 (Continued)
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A valuation allowance is provided when it is more likely than not that some portion of the deferred tax
asset will not be realized. As of April 30, 2001, the Company had recorded a valuation allowance to defer
recognition of the income tax benefit. During 2002, management reversed the valuation allowance, as it
deemed that the benefits of the deferred tax assets would more likely than not be realized through projected
future taxable income. The change in the valuation allowance for deferred tax assets during 2002 was a
decrease of $1,323,000 and was reflected as a deferred tax benefit.

The Company has net operating loss carryforwards of approximately $2,309,000, of which approximately
$436,000 expire in 2006; $40,000 expire in 2007; $1,459,000 expire in 2019 and $374,000 expire in 2020.

Stockholders’ Equity

(a)

Preferred Stock

The Company has three authorized classes of preferred stock; Class A has 190,000 authorized shares
and Class B has 33,334 authorized shares and the special voting preferred stock has 10 authorized
shares. All classes have a par value of $1.

The holders of the Class A preferred stock are entitled to a dividend if a dividend is declared for
common stock and shall receive a dividend as if each share of preferred stock were a share of Class
A common stock, and a liquidation preference upon the liquidation, dissolution or consolidation of
the Company. In the event of liquidation, dissolution or consoclidation, the holders of Class A
preferred stock will be entitled to receive out of the assets of the Company, after payment or
provision for payment of the debts or other liabilities of the Company, the original issue price per
share for each share of preferred stock then outstanding, plus an amount equal to the original issue
price per share multiplied by 10% per annum from the original issue date, compounded annually to
the date of such distribution. The liquidation value of the Class A preferred stock was $2,908,235 as
of April 30, 2002. Its carrying amount was $2,375,000 at April 30, 2002.

A holder of the Class A preferred stock may, at the holder’s option, elect to convert the Class A
preferred stock into an equal number of fully paid and non-assessable shares of Class A common
stock.

In July 2001, 25,000 shares of Class B preferred stock were issued for gross proceeds of $500,000.
Transaction costs of $2,258 were incurred. The holders of Class B preferred stock are entitled to the
same rights and privileges as holders of Class A preferred stock except that in the event of
liquidation, dissolution or consolidation, the holders of the Class B preferred stock are not entitled to
a payment until the provision for payment to holders of Class A preferred stock has been satisfied.
The liquidation value of the Class B preferred stock was $533,333 as of April 30, 2002. Its carrying
amount was $497,742 at April 30, 2002.

In October 2001, 10 shares of special voting preferred stock were issued in conjunction with the
acquisition of 40% of the remaining interest in the Canadian Subsidiary (note 2). Each share of
special voting preferred stock entitles the holder to vote as if it represented 10,000 shares of Class A
common stock. These shares have no liquidation value and will be cancelled as the holder exchanges
the Holdings exchangeable shares, as described in note 2.

F-17 (Continued)

075




(11)

(b)

(©

(d)

JTH TAX, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
April 30, 2002

Common Stock

The Company is authorized to issue 2,120,000 shares of Class A common stock, par value $1.00 per
share and 100,000 shares of Class B common stock, par value $1.00 per share. Class A common
stock and Class B common stock entitle the holders thereof to the same rights and privileges and are
identical in all respects as to all matters, except the holders of Class B common stock are entitled to
elect one more director than the number of directors elected by holders of the all other classes of
stock combined. Also, a holder of Class B common stock may, at the holder’s option, elect to
convert the Class B common stock into an equal number of fully paid and non-assessable shares of
Class A common stock.

Put Warrants

In July 2001, the Company issued 46,340 warrants to purchase Class A common stock to a venture
capital group which loaned the Company $2,000,000 in subordinated debt (note 8). The warrants
expire in 7 years or the date of a qualified public offering, as defined. These warrants are exercisable
immediately at an exercise price of $0.0001 per share. The warrants have a put option which allows
the holder to put the warrants or underlying shares of stock obtained upon exercise back to the
Company at a formula based on the Company’s cash flow after the 3™ anniversary date of the
warrant agreement, which is July 30, 2004, or a non-qualified public offering, as defined. The
warrants were valued at $970,000 as of the date of issuance.

Other Warrants

The Company issued 26,059 warrants to officers and directors in June 200! in conjunction with
short-term loans to the Company totaling $1,302,967. All of the loans were repaid in fiscal year
2002. The warrants expire in June 2006 and allow the holder to purchase one share of Class A
common stock for each warrant held at an exercise price of $12.50 per share. The Company
recognized noncash interest expense totaling $126,991 in 2002, representing the deemed fair value of
the warrants issued.

The Company issued a total of 3,470 shares of Class A common stock at $14.78 per share during 2002 in
connection with the acquisition of franchises from existing franchisees.

Treasury stock is accounted for using the cost method.

Stock Compensation Plan

In May 1998, the Board of Directors approved the JTH Tax, Inc. Stock Option Plan (the Plan) and reserved
100,000 shares of Class A common stock for issuance pursuant to stock options that may be granted to
employees and outside directors thereunder.

The Company applies APB Opinion No.25 and related interpretations in accounting for its plan.
Accordingly, no compensation cost has been recognized for its fixed stock options, which were granted
with an exercise price equal to the stock’s estimated fair market value at the date of grant. Had
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compensation cost for the Company’s stock-based compensation plan been determined consistent with
SFAS No. 123, the Company’s net income in 2002 would have decreased to $2,419,254. Basic net income
per share and diluted net income per share would have decreased to $2.02 and $1.93, respectively.

The fair value of each option grant in 2002 was estimated on the date of grant using an option pricing
model with the following assumptions: dividend yield of 0%, expected volatility of 0%, risk-free interest
rate of 4.65 % and expected life of five years.

A summary of the status of the Company’s fixed stock option plan as of April 30, 2002 is presented below:

Weighted
average
Number of exercise
options price
Outstanding at beginning of year 86,312 $ 15.32
Granted 41,725 12.50
Exercised (4,200) 10.12
Expired — —
Forfeited (2,700) 16.39
Outstanding at end of the year 121,137 $ 14.72
Options exercisable at year-end 121,137

The following table summarizes information about stock options outstanding and exercisable at April 30,

2002:
Weighted
Weighted average
Number of shares average remaining
outstanding at Range of exercise contractual
April 30, 2002 exercise prices price life
21,700 $10-811 $10.23 1 year
23,312 $12.50 - $13.75 $12.66 2 years
35,900 $21.25 $21.25 3 years
40,225 $12.50 $12.50 4 years
(12) Neét Income per Share
The following table sets forth the calculation of basic and diluted net income per share:
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Basic net income per share (restated):

Net income $ 2,525,279
Weighted average number of common shares outstanding 934,054
Dilutive effect of convertible preferred stock 210,068
Dilutive effect of exchangeable shares 53,970
Weighted average number of common shares and convertible

preferred stock and exchangeable shares outstanding 1,198,092

Basic net income per share (restated) $ 2.11
Diluted net income per share:

Net income S 2,525,279
Weighted average number of common shares and dilutive effect

of convertible preferred stock and exchangeable shares outstanding 1,198,092
Dilutive effect of stock option and warrants (as determined

by applying the treasury stock method) 54,006

Weighted average number of common shares and convertible
preferred stock and exchangeable shares outstanding and
potential dilutive common shares outstanding 1,252,098

Diluted net income per share $ 2.02

Restatement

Basic net income per share has been restated to include the dilutive effect of convertible preferred stock
and exchangeable shares outstanding which participate in dividends with the common stock. Basic net
income per share as previously reported was $2.38. Basic net income per share as restated is $2.11.

Related Party Transactions

The following summarizes the Company’s related party transactions:

Purchases and Sales of Customer Lists and Other Assets — During 2002, customer lists and other assets
were sold to related parties for $100,000. No gain was recognized on these sales. During 2002, customer
lists and other assets were purchased from related parties for $100,000 to be applied to the purchase of
another franchise territory. Consideration paid consisted of $41,250 for cancellation of debt, issuance of
3,470 shares of Class A common stock and $15,000 in cash.

Notes Receivable — At April 30, 2002, related parties owed the Company $601,466 under notes receivable.
Repayments of notes receivable from these parties during the year ended April 30, 2002 were $11,093.
Notes receivable from related parties relate to sales of franchise territories and are subject to the same
terms and conditions as notes with unrelated parties, which are described in note 3.

Notes Payable — At April 30, 2002, there were notes payable to related parties in the amount of $83,000. In
addition, the Company issued warrants to purchase 26,059 shares of Class A common stock at an exercise
price of $12.50 per share to certain directors and officers for loans that were extended to the Company. The
Company recognized non-cash interest expense totaling $126,991 in 2002, representing the difference
between the exercise price and the deemed fair value of the warrants issued.

F-20 (Continued)

078




(14)

(15)

(16)

amn

(18)

JTH TAX, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
April 30, 2002

Other — The Company recognized $32,937 in royalty and advertising revenue from franchises owned by
related parties for the year ended April 30, 2002.

Employee Benefit Plan

The Company has a 401(k) profit sharing plan covering substantially all employees. The plan allows
employees to contribute up to 15% of eligible wages. The Company does not make contributions to the
plan.

Business Concentrations

As of April 30, 2002, approximately 7% of the outstanding notes and accounts receivable relate to two
franchisees. Because the Company operates throughout the United States and Canada, no single geographic
area or franchisee represents more than 5% of the Company’s revenues.

Leases

The Company is obligated under various operating leases for office space that expire at various dates.
Future minimum lease payments under noncancelable operating leases as of April 30, 2002 are
approximately as follows:

2003 $ 925,000
2004 : 704,000
2005 561,000
2006 127,000
2007 45,000

$ 2,362,000

Total rent expense for operating leases was approximately $845,000 for the year ended April 30, 2002.

Commitments and Contingencies

The Company has guaranteed operating leases of certain franchises. These leases relate to office equipment
and signs. The total obligations under these leases are $690,357 as of April 30, 2002 and have remaining
terms up to 60 months.

The Company is a defendant in certain lawsuits and is aware of other threatened claims generally
incidental to its business as a franchisor. Management is of the opinion that the accompanying consolidated
financial statements will not be materially affected by the ultimate resolution of litigation pending or
threatened as of April 30, 2OQ2.

Subsequent Events

In May 2002, the Company authorized the grant of 41,800 stock options to certain employees. The exercise
price of these options will be §25 per share which management believes was the fair market value at the
date of the grant. The options will vest after six months and may be exercised over a five-year period.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
JTH Tax, Inc.
Virginia Beach, Virgima

We have audited the accompanying consolidated statements of operations, changes in stockholders’
equity, and cash flows of JTH Tax, Inc. and subsidiaries (the “Company”) for the year ended April 30,
2001. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the results of
the Company’s operations and their cash flows for the year ended April 30, 2001 in conformity with
accounting principles generally accepted in the United States of America.

As discussed in Note 13, the consolidated financial statements for the year ended April 30, 2001 have
been restated.

Lebyith & Jouide HLP

June 19, 2001
(August 28, 2002 as to the effects of the restatement discussed in Note 13)

Deloitte
Togche F-24
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JTH TAX, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS
YEAR ENDED APRIL 30, 2001

2001
Revenues:
Royalties and advertising fees § 3,183,583
Franchise fees 4,103,913
Tax preparation fees, net of discounts 607,880
Bank product and tax discounting income 2,184,575
Bookkeeping and consulting income 185,806
Other income 304,331
Total revenue 10,570,088
Operating expenses:
Employee compensation and benefits 4,437,330
General and administrative expenses 4,044,282
Advertising expense 2,067,090
Depreciation and amortization expense 211,583
Total operating expenses 10,760,285

Operating loss (190,197)

Other income (expenses), net:

Interest income 511,163
Interest expense (324,701)
Gain on sale of intangibles and property and equipment, net 144,737
Other, net 14,607
Minority interest in subsidiary's net income (65,031)
Net income 3 90,578

Net income per share (Note 6):
Basic net income per share (as restated, see Note 13) $ 0.09

Weighted average number of common shares and

convertible preferred stock outstanding 991,564
Diluted net income per share 3 0.09

Weighted average number of common shares and dilutive potential
common shares outstanding 1,040,776

See accompanying notes to consolidated financial statements.
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JTH TAX, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED APRIL 30, 2001

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash used in operating activities:
Depreciation and amortization
Bad debt expense
Foreign currency translation
Minority interest in subsidiary’s loss
Gain on sale of intangibles assets and property and equipment net
Changes in assets and liabilities increasing (decreasing) cash flows
from operating activities:
Restricted cash
Trade accounts receivable
Notes receivable
Interest receivable
Inventory
Prepaid expenses and other assets
Deposits
Accounts payable and accrued expenses
Deferred franchise fees and franchise deposits
Net cash used in operating activities

Cash flows from investing activities:
Issuance of operating loans to franchisees
Payments received from franchisees
Purchases of customer lists and other assets
Proceeds from sale of customer lists and other assets
Purchases of property and equipment
Net cash provided by investing activities

Cash flows trom financing activities:

Proceeds from sales of common stock, net of issuance cost of $5,447
Purchase of treasury stock, at cost

Net borrowings under lines of credit

Proceeds from long-term debt

Repayment of long-term debt

Net cash provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
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2001

$ 90,578

211,583
718,148
(99,015)

65,031

(144,737)

3,848
(1,709,272)
(1,517,329)

(365,979)
(132,905)
(49,621)
(8,568)
792,129

(571,504)
(2,717,613)

(929,059)
1,430,278

(66,315)
90,400

(265,112)
260,192

452,053

(54,000)
1,845,637
2,385,000

(809,900)
3,818,790

1,361,369
442,866
5 1804235

085




JTH TAX, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)
YEAR ENDED APRIL 30, 2001

Supplemental disclosure of noncash investing and financing activities:

During the year ended April 30, 2001, the Company acquired certain
assets from franchisees as follows:
Fair value of assets purchased
Receivables forgiven
Notes payable issued

Cash paid to seller

During the year ended April 30, 2001, the Company sold certain assets to
franchisees as follows:
Book value of assets sold
Franchise fee revenue
Gain on sale
Notes issued

Cash received

Supplemental Disclosures of Cash Flows Information

Notes received on financed franchise sale
Restructured notes receivable/advances
Cancelled notes receivable
Cash paid during the year for:

Interest

Income taxes

See accompanying notes to consolidated financial statements.
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$ 1,135,387
(556,723)
(512,349)
$ 66315
$ 514,802
38,746
115,452
(578,600)
$ 90,400
$ 2,389,688
$ 20,800
$ 512,002
$ 34752
$ 1,681

086




JTH TAX, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
APRIL 30, 2001

(1) Organization and Significant Accounting Policies
(a) Organization

JTH Tax, Inc. and subsidiaries (the Company) is a franchisor and operator of a system of offices in the
United States and Canada engaged in the preparation of personal income tax returns. Through this
system of offices, the Company also offers its customers refund anticipation loans and personal income
tax refund discounting. The Company operates under the trade name “Liberty Tax Service.”

The Company was formed in October 1996 as a Delaware corporation. EmployeesPlus, Inc., a Virginia
corporation and a wholly owned subsidiary of the Company, was created in November 2000 and
currently operates Company-owned store locations. Liberty Tax Service, Inc., (the Canadian Subsidiary)
was incorporated under the Companies Act of Manitoba, Canada in May 1994 and is 60% owned by
JTH Tax, Inc.

(b) Principles of Consolidation

The consolidated financial statements include the accounts of JTH Tax, Inc. and its wholly owned
subsidiaries, EmployeesPlus, Inc., and its 60% interest in Liberty Tax Service, Inc. All significant
intercompany balances and transactions have been eliminated in consolidation.

The revenues and expenses of the Canadian subsidiary have been translated using the average rates in
effect each month of the year. Transaction gains and losses are recognized in the year of occurrence.

(c) Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid debt instruments
with original maturities of three months or less to be cash equivalents.

(d) Notes Receivable

Notes receivable are recorded at cost, less the related allowance for doubtful accounts. Because the
repayment of the notes receivable is dependent on the performance of the underlying franchise which
collateralizes the note, management estimates the amount of the allowance for doubtful accounts based
on a comparison of amounts due to the estimated fair value of the underlying franchise. Impairment
losses are included in the allowance for doubtful accounts through a charge to bad debt expense.

(e) Property and Equipment

Depreciation is calculated using the straight-line and accelerated methods over the estimated useful lives
of the depreciable assets, generally 3 to 5 years for computer equipment, and 7 years for furniture and
fixtures and 20 to 35 years for buildings. Leasehold improvements are amortized over the lesser of the
lease term or the estimated useful lives of the assets. Gains or losses on disposition of property and
equipment are included in operations in the year of disposals.
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(f) Intangible Assets

Intangible assets consist primarily of the goodwill associated with the acquisition of the Canadian
Subsidiary, as well as the value assigned to customer lists, covenants not to compete and goodwill
related to Company-owned stores acquired by the Company, which are generally amortized using the
straight-line method over their estimated useful lives. Customer lists are amortized over five years.
Covenants not to compete are amortized over the term of the non-competition agreement, which is
typically three years. Goodwill related to the 60% interest in the Canadian Subsidiary and stores
acquired is amortized over 10 and 5 years, respectively.

(g) Revenue Recognition

Franchise fee revenue, is recognized when obligations of the Company to prepare the franchisee for
operation have been substantially completed. Franchise fees that are financed by the Company are
recorded as deferred franchise fees until such time as the franchisee has made a significant financial
commitment (20%). Royalties and advertising fees are recognized currently as the franchised territory
generates sales. Royalty concessions totaling $185,265 were issued in fiscal year 2001 to various
franchisees due to software problem with a third party vendor which occurred in fiscal year 2000.
Electronic transfer fees, tax return preparation fees and bank product fees are recognized as revenue in
the period the related tax retumn is filed or prepared for the customer. Discounts are recorded for
promotional programs at the time the return is prepared.

Gains on sales of Company-owned stores, which are financed by the Company, are deferred until the
franchisee has made a significant financial commitment (20%). Losses on sales of Company-owned
stores are recognized immediately.

The Company recognizes revenue related to software development based on the provision of Statement
of Position (SOP) No. 97-2, “Software Revenue Recognition” (as amended and interpreted). Software
development fees are recognized as revenue upon the customer’s execution of a noncancelable license
agreement and delivery of the software, provided that the fee is fixed and determinable, collectibility is
probable, and no customization of the software is required. Postcontract customer support revenue is
recognized together with the initial fee, on delivery of the software when all of the following are met:
(1) the postcontract customer support revenue is included with the initial fee, (2) the postcontract
customer support service to be provided is one year or less, (3) the estimated cost of providing
postcontract customer support during the arrangement is insignificant, and (4) any unspecified upgrades
are expected to be minimal.

The Company ceases the accrual of interest income on notes receivable once they become past due.

(h) Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to the differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted rates expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the period that includes the enactment date.

(i) Comprehensive Income

Comprehensive income consists of net income and the foreign currency translation adjustment and is
presented in the consolidated statement of stockholders’ equity.
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() Stock-Based Compensation

As permitted under Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for
Stock-Based Compensation”, the Company has chosen to account for stock-based compensation using
the intrinsic-value method prescribed in Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees” (APB Opinion No. 25), and related interpretations. Accordingly,
compensation cost for stock options is measured as the excess, if any, of the estimated fair value of the
Company'’s stock at the date of grant over the amount an employee must pay to acquire the stock.

(k) Net Income Per Common Share

Basic net income attributable to common stockholders per share has been computed by dividing net
income attributable to common stockholders by the weighted average number of common shares
outstanding. Diluted net income attributable to common stockholders per share reflects the potential
dilution that could occur assuming the inclusion of dilutive potential common shares and has been
computed by dividing net income attributable to common stockholders by the weighted average number
of common shares and dilutive potential common shares outstanding. Dilutive potential common shares
include all outstanding stock options after applying the treasury stock method.

(1) Use of Estimates

Management of the Company has made a number of estimates and assumptions relating to the reporting
of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period to prepare
these consolidated financial statements in conformity with accounting principles generally accepted in”
the United States of America. Actual results could differ from those estimates.

(m) Software Development

Software development cost incurred for internally developed software are expensed as incurred until
technological feasibility has been established. The Company considers technological feasibility to be
established when all planning, design, coding and testing has been completed according to design
specification. After the technological feasibility has been established, any additional cost would be
capitalized in accordance with SFAS No. 86, “Accounting for the Cost of Computer Software to be Sold,
Leased or Otherwise Marketed.” Through April 30, 2001, software development has been substantially
completed concurrently with the establishment of technological feasibility, and accordingly, no costs
have been capitalized to date.

(n) New Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board issued SFAS No. 133, “Accounting for
Derivative Investments and Hedging Activities, ” which establishes accounting and reporting standards
for derivative instruments and hedging activities. As amended by SFAS No. 137, this standard will be
effective for the Company for fiscal years and quarters beginning after April 30, 2001, and requires that
an entity recognize all derivatives as either assets or liabilities in the consolidated balance sheet and
measure those instruments at fair value. Management has evaluated the impact of the adoption of SFAS
No. 133 and determined that the application of this new standard will not have a material impact on the
Company’s financial position or results of operations.

Amortization of Intangible Assets

Amortization expense for intangible assets for the year ended April 30, 2001 was $82,007.
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(3) Income Taxes
Components of income tax benefit for the year ended April 30, 2001 were as follows:

There was no current income tax benefit/expense for the year ended April 30, 2001, as the Company
utilized net operating loss carryforwards to offset current year income. There was no deferred income
tax benefit/expense for the year ended April 30, 2001 as any change in net deferred tax asset was offset
by a change in the valuation allowance.

The Company’s effective tax rate differs from the U.S. Federal statutory rate for the year ended
April 30, 2001 as follows:

Computed “expected” income tax expense § 30,797
Increase (decrease) in income taxes resulting from:
State income taxes, net of federal benefit 2,394
Nondeductible expenses 17,379
Change in valuation allowance (52,219)
Other 1,649
$ -

The tax effects of temporary differences between the financial statement carrying amounts and tax bases
of assets and liabilities that give rise to significant portions of deferred tax assets and liabilities at
April 30, 2001 are as follows:

Deferred tax assets:

Net operating loss carryforwards § 1,100,255
Accounts payable and accrued liabilities, deductible
for tax purposes when paid 518,342
Allowance for doubtful accounts, deductible for
tax purposes when accounts are written off 170,876
Total deferred tax assets 1,789,473
Deferred tax liability:
Accounts receivable, included in taxable income
when payment is received : 1,111,069
Net deferred tax asset, before valuation allowance 678,404
Valuation allowance (678,404)
Net deferred tax asset $ -

A valuation allowance is provided when it is more likely than not that some portion of the deferred tax
asset will not be realized. For the year ended April 30, 2001, the Company had recorded a valuation
allowance to defer recognition of the income tax benefit.

The Company has net operating loss carryforwards of approximately $3,345,000, which expire
beginning in 2018.
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The Canadian subsidiary had income from its current operations in Canada and utilized a portion of their
loss carryforwards for the year ended April 30, 2001. Their remaining loss carryforwards will expire in
2005.

Stockholders’ Equity
(a) Preferred Stock

The Company has authorized and issued 190,000 shares of and Class A preferred stock with a par value
of $1.00 per share. The holders of the Class A preferred stock are entitled to a dividend if a dividend is
declared for common stock and shall receive a dividend as if each share of preferred stock were a share
of Class A common stock, and a liquidation preference upon the liquidation, dissolution or consolidation
of the Company. In the event of liquidation, dissolution or consolidation, the holders of Class A
preferred stock will be entitled to receive out of the assets of the Company, after payment or provision
for payment of the debts or other liabilities of the Company, the original issue price per share for each
share of preferred stock then outstanding, plus an amount equal to the original issue price per share
multiplied by 10% per annum from the original issue date, compounded annually to the date of such
distribution. :

A holder of the Class A preferred stock may, at the holder’s option, elect to convert the Class A
preferred stock into an equal number of fully paid and non-assessable shares of Class A common stock.

(b) Common Stock

The Company is authorized to issue 2,120,000 shares of Class A common stock, par value $1.00 per
share and 100,000 shares of Class B common stock, par value $1.00 per share. Class A common stock
and Class B common stock entitle the holders thereof to the same rights and privileges and are identical
in all respects as to all matters, except the holders of Class B common stock are entitled to elect one
more director than the number of directors elected by holders of the all other classes of stock combined.
Also, a holder of Class B common stock may, at the holder’s option, elect to convert the Class B
common stock into an equal number of fully paid and non-assessable shares of Class A common stock.

Treasury stock is accounted for using the cost method.

Stock Compensation Plan

In May 1998, the Board of Directors approved the JTH Tax, Inc. Stock Option Plan (the Plan) and
reserved 100,000 shares of Class A common stock for issuance pursuant to stock options that may be
granted to employees and outside directors thereunder.

The Company applies APB Opinion No. 25 and related interpretations in accounting for its plan.
Accordingly, no compensation cost has been recognized for its fixed stock options, which were granted
with an exercise price equal to the stock’s estimated fair market value at the date of grant. Had
compensation cost for the Company’s stock-based compensation plan been determined consistent with
SFAS No. 123, the Company’s net income in 2001 would have reported a net loss of $246,082 and a
loss per share for both basic and diluted of $.30.

The fair value of $8.09 for each option grant in 2001 was estimated on the date of grant using an option
pricing model with the following assumptions: dividend yield of 0%, expected volatility of 0%, risk-
free interest rate of 4.625% and expected life of five years.
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A summary of the status of the Company’s fixed stock option plan for the year ended April 30, 2001 is

presented below:

Weighted

average

Number of exercise

options price

Outstanding at beginning of year 50,512 $ 10.86
Granted 41,600 21.25
Exercised (800) 10.94
Forfeited (5,000) 20.38
Outstanding at end of the year 86,312 $ 1532

Options exercisable at year-end 86,312

The following table summarizes information about stock options outstanding and exercisable at
April 30, 2001:

Weighted
Weighted average
Number of shares average remaining
outstanding at Range of exercise contractual
April 30, 2001 exercise prices price life
25,700 $10-811 $ 10.19 2 years
23,512 $12.50 - $13.75 $ 12.66 3 years
37,100 $21.25 § 21.25 4 years
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(6) Net Income per Share

The following table sets forth the calculation of basic and diluted net income per share:

Basic net income per share:

Net income $ 90,578
Weighted average number of common shares outstanding 801,564
Dilutive effect of convertible preferred stock (due
to participating dividends) 190,000
Weighted average number of common shares and
convertible preferred stock 991,564
Basic net income per share h 0.09

Diluted net income per share:
Net income $ 90,578
Weighted average number of common shares and dilutive 991,564
effect of convertible preferred stock
Dilutive effect of stock options (as determined by applying

the treasury stock method) 49,212

Weighted average number of common shares and convertible
preferred stock potential dilutive common shares outstanding 1,040,776
Diluted net income per share 5 0.09

(7) Related Party Transactions
The following summarizes the Company’s related party transactions:

Purchases and Sales of Customer Lists and Other Assets - During 2001, customer lists and other assets
were sold to related parties for $40,000 in notes receivables. A deferred gain of $20,206 was recorded on
these sales.

Other - The Company recognized $70,753 in royalty and advertising revenue from franchises owned by
related parties for the year ended April 30, 2001.

The Company leased retail space to a related party from December 1, 1999 through August 30, 2000
with monthly rental of $1,800, accordingly $7,200 of rental income was recognized by the Company
during the year ended April 30, 2001.

(8) Employee Benefit Plan

The Company has a 401(k) profit sharing plan covering substantially all employees. The plan allows
employees to contribute up to 15% of eligible wages. The Company does not make contributions to the
plan.

(9) Business Concentrations

Because the Company operates throughout the United States and Canada, no single geographic area or
franchisee represents more than 5% of the Company’s revenues.
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(10) Leases

Capital Lease - Included in property and equipment are the following amounts applicable to the capital

lease:
2001
Software $24,742
Less accurmulated amortization (7,978)
$16,764

Total amortization expense charged under the capital lease was $4,899 for the year ended April 30,
2001. The present value of future minimum capital lease payments as of April 30, 2001 is as follows:

Capital
Lease
2002 $ 9,468
2003 3,945
Total minimum lease payments 13,413
Amount representing interest 1,135
Present value of future minimum lease payments 12,278
Less current installments (8,449)
Obligations under capital leases, excluding
current installments $ 3,829

The Company is obligated under various operating leases for office space that expire at various dates.
Future minimum lease payments under noncancelable operating leases, as of April 30, 2001 are
approximately as follows:

2002 $ 712,505
2003 607,530
2004 455,597
2005 367,200
2006 40,908
Thereafter 9,800

$2,193,540

The Company expects to receive $378,457 as minimum sublease rentals for these operating lease over
the next four years.

Total rent expense for operating leases was approximately $574,739 for the year ended April 30, 2001.
(11) Commitments and Contingencies

The Company has guaranteed operating leases of certain franchises. These leases relate to office

equipment and signs. The total obligations under these leases are $69,292 as of April 30, 2001 and have

remaining terms up to 36 months.
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The Company is a defendant in certain lawsuits and is aware of other threatened claims generally
incidental to its business as a franchisor. Management is of the opinion that the accompanying
consolidated financial statements will not be materially affected by the ultimate resolution of litigation
pending or threatened as of April 30, 2001.

In March 2001, as a result of a lawsuit against a competitor, the Company was awarded approximately
$506,000 in damages and $315,000 in attorney’s fees. The defendant has appealed the ruling and
accordingly the amount to be collected, if any, cannot be determined at April 30, 2001.

(12) Subsequent Events

In May 2001, the Company authorized the grant of 27,725 stock options to certain employees. The
exercise price of these options to be at the fair market value of the common stock at the date of the grant.
The options will vest after six months and may be exercised over a five-year period.

In May 2001, the Company agreed to issue 260,000 shares of Class A Common Stock in exchange for
$2,000,000 in cash and the remaining 40% of the capital stock of the Canadian subsidiary.

In June 2001, the Company’s line of credit with a bank increased from $500,000 to $2,000,000 and is
secured by an assignment of security interest in the Company’s notes receivable. This new line of credit
expires on May 31, 2002 and accrues interest at LIBOR plus 2.25%.

(13) Restatement

Subsequent to the issuance of the Company’s consolidated financial statements for the year ended
April 30, 2001, the Company determined that the two class method should have been utilized to
compute basic earnings per share due to the participation feature included in the Company’s Class A
Preferred Stock. As a result, basic eamings per share have been restated from the $.11 per share
previously reported to $.09 per share. The restatement had no effect on net income.
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JTH TAX, INC.
Unaudited Consolidated Statement of Operations

April 30, 2000
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JTH TAX, INC.

CONSOLIDATED STATEMENT OF OPERATIONS (un-audited)

YEAR ENDED APRIL 30, 2000

REVENUE:
Royalties and advertising fees
Minimum royalty concessions
Franchise fees
Tax preparation, net of discounts
Bank product and tax discounting income
Bookkeeping and consulting income
Tuition fees
Other income

Total revenue

OPERATING EXPENSES:
Employee compensation and benefits
General and administrative expenses
Advertising expense
Depreciation and amortization expense

Total operating expenses
LOSS FROM OPERATIONS

OTHER INCOME AND (EXPENSES):
Interest and dividend income
Gain on sale of intangibles and fixed assets
Interest expense
Other

Total other income and expenses

LOSS BEFORE INCOME TAXES AND
MINORITY INTEREST

Provision for income taxes

LOSS BEFORE MINORITY INTEREST
Minority interest in subsidiary's net loss
NET LOSS

Net loss per common share
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$ 2,270,126
(385,540)
430,945
164,286
939,398
134,977

18,490
111,906

3,684,588

3,001,296
2,645,912
1,577,224

310,262

7,534,654

(3,850,106

346,071
1,298,179
(145,836)
(1,873)

1,496,541

(2,353,565)
(133,287)
(2,486,852)
21,417

$ (2,465.,435)

$ (3.26)
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Name of Subscriber

Amount of Subscription $

JTH TAX, INC.
SUBSCRIPTION AND INVESTMENT REPRESENTATION AGREEMENT

JTH Tax, Inc.

4575 Bonney Road, Suite 1040
Virginia Beach, VA 23462

c/o Mr. Raymond A. Dunn, Il

Gentlemen:
Section 1
1.1 Subscription. The undersigned hereby subscribes for and agrees to purchase the number of
shares of Class A Common Stock ("Shares") set forth above, at a price of $40.00 per Share, of JTH Tax, Inc.
(the "Company”), a Delaware corporation, on the terms and conditions described herein and in the Offering
Circular dated , 2002 (together with all appendices and supplements (if any) thereto, the "Circular")
relating to the offering ("Offering”) of Shares of the Company.

1.2 Purchase.

The undersigned has tendered or agrees to tender upon demand by the Company, the
amount set forth above.

1.3 Acceptance or Rejection of Subscription.

(a) The undersigned understands and agrees that the Company reserves therightin its
sole discretion to reject this subscription for Shares in whole or in part and at any time prior to the applicable
Closing Date (as defined below), notwithstanding prior receipt by the undersigned of notice of acceptance of
the undersigned’s subscription.

(b) In the event of rejection of this subscription, the subscription amount tendered by the
undersigned will be promptly refunded to the undersigned without interest or deduction and this Agreement
shall have no force or effect. In the event the undersigned's subscription is accepted, the funds specified
above shall be released to the Company on the applicable Closing Date and the subscribers whose
subscriptions were accepted shall be issued Shares in accordance with these subscriptions.

1.4 Closing Date; Minimum Offering; Escrow. This offering is a minimum/maximum offering, and
no Shares will be sold unless the Company receives subscriptions for at least 9,375 Shares with an aggregate
purchase price of $375,000 (the “Minimum Offering”). Until the Minimum Offering is subscribed for, all funds
received by the Company for Shares will be deposited with SouthTrust Bank, Chesapeake, Virginia, as escrow
agent (the “Escrow Agent”), which will hold these funds until it has received funds aggregating at least the
amount of the Minimum Offering. If the Escrow Agent has not received funds equal to or exceeding the
Minimum Offering by March 31, 2003, the Escrow Agent will return all funds, without any deduction for
expenses, directly to the subscribers. Purchases by directors, officers and their affiliates will not be counted in
determining whether the Minimum Offering has been achieved. Funds received after the Minimum Offering is
reached will not be subject to an escrow requirement. Assuming the Minimum Offering is reached by the
above date, Shares shall continue to be sold until the earlier of (i) the date 125,000 Shares have been sold or
(i) a termination date as determined by the Company. At any time after the Minimum Offering is sold, the
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Company may conduct one or more closings for the purchase of Shares in such amounts as it shall determine
(each, a "Closing Date").

Section 2

21 Investor Representations and Warranties. The undersigned hereby acknowledges and
makes the following representations and warranties. The Company acknowledges that the undersigned, by
acknowledging and making such representations and warranties, has not waived any right of action that may
exist under the applicable federal securities laws.

(@) For those investors residing in any state other than California, Maryland, New York
and Virginia, the undersigned represents and warrants that the undersigned is acquiring the Shares for the
undersigned's own account, for investment purposes only, and not with a view to or for the resale, distribution
or fractionalization thereof, in whole or in part, and no other person has a direct or indirect beneficial interest in
the Shares herein subscribed for.

(b) The undersigned has the financial ability to bear the economic risk of his or her or its
investment in the Company (including its possible loss), and understanding that the investment in the
Company is not liquid, has adequate means of providing for the undersigned's current needs and personal
contingencies.

(c) The undersigned has been furnished the Circular and any other documents which
may have been made available upon request, and has been provided an opportunity to obtain any additional
information concerning the Offering and the Company.

(d) Except as provided in the Circular, no representations or warranties have been made
to the undersigned by the Company, or any officer, employee, agent or affiliate of the Company.

(e) If the undersigned is an individual, he or she is at least 21 years of age, and is a
citizen of the country and a resident of the state indicated on the signature page hereto under the heading
“Residence Street Address.” :

(f) The undersigned acknowledges that the Shares are not registered for offer or sale
under the securities laws of any state other than Califarnia, Maryland, New York or Virginia (each such other
state a “Nonregistered State”).

(9) The undersigned acknowledges that the Company is relying on a statutory exemption
from each Nonregistered State’s securities laws in order to offer and sell the Shares in each such state.

(h) The undersigned agrees not to sell the Shares without registration under the relevant
states’ securities laws or an exemption therefrom.

0] If the undersigned resides in Pennsylvania, the undersigned represents, pursuant to
Section 207(m)(2) of the Pennsylvania Securities Act, that he or she is purchasing the Shares solely for
investment and does not intend to divide his or her participation with others or to resell or otherwise dispose of
all or any part of said Shares within twelve (12) months after the date of purchase, except in accordance with
Pennsylvania Securities Commission Regulation 204.011.

0 if the undersigned resides in Missouri, the undersigned represents, pursuant to
clause (B), paragraph {10), subsection 409.402(b), Missouri Uniform Securities Act, that he or she is
purchasing the Shares solely for investment and does not intend to divide his or her participation with others or
to resell or otherwise dispose of all or any part of said Shares in Missouri. In making the foregoing
representation, the undersigned understands that the statutory exemption of paragraph (10), subsection
409.402(b), Missouri Uniform Securities Act, would not be available if, notwithstanding the above
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representation, the undersigned has in mind merely acquiring the Shares for resale or other disposition upon
the occurrence or nonoccurrence of some predetermined event.

2.2 Investor Awareness. The undersigned acknowledges, represents, agrees and is aware that:

(a) the Company has limited operating history;

(b) no federal or state agency has passed upon the Shares or made any findings or
determination as to the fairness of this investment;

(c) there are significant risks of loss of investment incidental to the purchase of Shares,
including those summarized under "Risk Factors" and in other portions of the Circular and that it is possible
that the undersigned could lose all or substantially all of the undersigned's investment in the Company;

(d) the investment in the Company is an illiquid investment and the undersigned may
bear the economic risk of the undersigned’s investment in Shares for an extended period; and

(e) legal counsel to the Company is not representing investors who are subscribing for
Shares.

Section 3

3.1 Indemnity. The undersigned agrees to indemnify and hold harmless the Company, and each
other person, if any, who controls or is controlled by the Company, within the meaning of Section 15 of the Act,
against any and all loss, liability, claim, damage and expense whatsoever (including, but not limited to, any and
ali expenses whatsoever reasonably incurred in investigating, preparing or defending against any litigation
commenced or threatened or any claim whatsoever) arising out of or based upon any false representation or
warranty or breach or failure by the undersigned herein or in any other document furnished by the undersigned
to any of the foregoing in connection with this transaction.

3.2 Restrictive Legend. Executed copies of this Subscription Agreement shall be filed in the
principal office of the Company. Any certificates evidencing all or part of the Shares issued in this offering in
any state other than California, Maryland, New York or Virginia, shall contain the following legend:

THE SHARES EVIDENCED BY THIS CERTIFICATE CANNOT BE SOLD OR OTHERWISE
DISPOSED OF UNDER ANY CIRCUMSTANCES WITHOUT (1) COMPLIANCE WITH ALL
APPLICABLE STATE SECURITIES LAWS, OR (2) AN OPINION OF COUNSEL
SATISFACTORY TO THE COMPANY THAT COMPLIANCE WITH ALL APPLICABLE
STATE SECURITIES LAWS IS NOT REQUIRED.

3.3 Modification. Neither this Agreement nor any provision hereof shall be modified, discharged
or terminated except by an instrument in writing signed by the party against whom any waiver, change,
discharge or termination is sought.

3.4 Notices. Any notice, demand or other communication which any party hereto may be
required, or may elect to give hereunder shall be sufficiently given if (a) in the case of a communication to the
Company, such communication is made in writing and deposited, postage prepaid, in a United States mail
letter box, registered or certified mail, return receipt requested, to 4575 Bonney Road, Suite 1040, Virginia
Beach, Virginia 23462, or is delivered personally at such addresses; and (b) in the case of a communication to
any other party, such communication is made in writing and deposited, postage prepaid, in a United States
mail letter box.
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3.5 Binding Effect. Except as otherwise provided herein, this Agreement shall be binding upon
and inure to the benefit of the parties and their heirs, executors, administrators, successors, legal
representatives and permitted assigns. If the undersigned is more than one person, the obligations of the
undersigned shall be joint and several and the agreements, representations, warranties and acknowledgments
herein contained shall be deemed to be made by and be binding upon each such person and his, her or its
heirs, executors, administrators and successors.

3.6 Entire Agreement. This instrument contains the entire agreement of the parties, and, there
are no representations, covenants or other agreements except as stated or referred to herein.

3.7 Assignability. This Agreement is not transferable or assignable by the undersigned.

3.8 Applicable Law. Notwithstanding the place where this Agreement may be executed, all of the
terms and provisions and validity of this Agreement shall be governed by and construed in accordance with
the internal laws of the Commonwealth of Virginia.

3.9 Gender. All pronouns contained herein and any variations thereof shall be deemed to refer to
the masculine, feminine or neuter, singular or plural, as the identity of the parties may require.

3.10  Counterparts. This Agreement may be executed through the use of separate signature pages
or in any number of counterparts, and each of such counterparts shall, for all purposes, constitute one
agreement binding on all the parties, notwithstanding that all parties are not signatories to the same
counterpart.

3.11 Disclosure Required Under State Law. The offering and sale of the Shares are intended to be
exempt from registration under the securities laws of the Nonregistered States, and therefore will not be
registered in such states or subject to the requirements of state law that would be applicable to the offering
and sale of registered securities.

3.12  Trusts. If the undersigned is a trust, the undersigned has provided to the Company a copy of
the trust agreement (or related portion thereof) showing the date of formation, authorization to make this
investment and evidence of the authority of the undersigned to execute this Agreement.

[SIGNATURE LINES ON FOLLOWING PAGE]
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NUMBER OF SHARES SUBSCRIBED
FOR:

RESIDENCE STREET ADDRESS:
(No P.O. Boxes)

MAILING ADDRESS:
(If Different from Residence)

SOCIAL SECURITY OR TAXPAYER
IDENTIFICATION NUMBER:

SHARES TO BE REGISTERED AS FOLLOWS:

(Check and Complete)

Individual Ownership

Tenants in Common*

Trust

Individual Retirement Account

TOTAL PURCHASE PRICE
($40.00 per Share)

NAME OF SHAREHOLDER:

(Please Print or Type)

Make checks payable to:
SouthTrust Bank Escrow Account
fib/o JTH Tax, Inc.

Joint Tenants*

Tenants by the Entirety*
Corporation

Partnership

Other

*By signing this Agreement, the undersigned represents and warrants that all persons having a beneficial
ownership interest in the Shares subscribed for pursuant to this Agreement satisfy all the terms and

conditions of and shall be bound by this Agreement.

EXECUTED by the undersigned as a subscriber of JTH Tax, Inc.

Signature of Investor

Date: Name:

(Please Print)

Signature of Investor

Date: Name:

(Please Print)

ACCEPTED BY THE COMPANY:

JTH TAX, INC.

Date: By:
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PART III — EXHIBITS

Index to Exhibits

2.1 Amended and Restated Certificate of Incorporation of

JTH Tax, Inc., as amended..........ccccoeeeiimiiiiiiiiiiceciiee et Previously Filed
2.2 Certificate of Designations of Class A

Convertible Preferred Stock, as amended .........coccoonereiiriiniciinincne, Previously Filed
2.3 Certificate of Designations of Class B Convertible Preferred Stock ......... Previously Filed
2.4 Certificate of Designations of Special Voting Preferred Stock.................. Previously Filed
2.5 BYLAWS .uiiiiiiiiiiiiiiecit e et e e e e sb e et aerre e saeesnns Previously Filed
3.1 Preferred Stock Purchase Agreement dated as of April 27, 1999

between JTH Tax, Inc. and Edison Venture Fund IV, LP..cooocvvieiviiinnnnn. Previously Filed
3.2 C(lass B Preferred Stock Purchase Agreement dated as

of July 6, 2001 between JTH Tax, Inc. and Envest Ventures [, LLC ........ Previously Filed
3.3 Investor Rights Agreement dated as of July 30, 2001 between

JTH Tax, Inc., Envest Ventures I, Inc.

and certain stockholders of JTH Tax, Inc. .....cccccvveiirinvriinniieeeieceieeeee Previously Filed
3.4 Share Purchase Warrant dated July 30, 2001 issued by

JTH Tax, Inc. to Envest Ventures I, LLC ... Previously Filed
3.5 Share Exchange Agreement dated as of October 16, 2001

between Datatax Business Services Limited, Liberty Tax

Holding Corporation, Liberty Tax Service, Inc. and JTH Tax, Inc. .......... Previously Filed
4.  Form of Subscription and Investment Representation Agreement ............ 106%*
6.1 Lease Financing and Guaranty Agreement dated as of

October 26, 2001 between JTH Tax, Inc. and TLC, LLC..........cooeuvevneeen. Previously Filed
6.2 Closed End Master Borrowing Loan Agreement dated as of

November 7, 2001 between SunTrust Bank

and JTH Tax, Inc., as amended ........cccoooeeiiinirieiiiieeeeieeceevvte v Previously Filed
*Attached hereto
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6.3 Revolving Master Borrowing Loan Agreement dated as
of June 26, 2001 between SunTrust Bank
and JTH Tax, Inc., as amended .....ccooovveiviviiiiiiniieeeeeee e Previously Filed

6.4 Loan and Security Agreement dated as of July 30, 2001
between JTH Tax, Inc. and Envest Ventures I, LLC ......ooooovimvieviinniiennen. Previously Filed

6.5 Senior Subordinated Debenture dated as of July 30, 2001
issued by JTH Tax, Inc. to Envest Ventures I, LLC ...........cccooveiviiiinnnnne Previously Filed

6.6 Software License and Support Agreement dated as
of March 26, 2002 between OrrTax Software, Inc. and JTH Tax, Inc....... Previously Filed

6.7 JTH Tax, Inc. Option Plan.........cccoceriiiciiiiiiiiiiieciieceenire e Previously Filed
6.8 Republic First Bank of Delaware Refund Funding Agreement ................. 112*

9. ESCIOW AZIEEIMENLT ......ocuiiiiiiiiiiiiitiieeetie ettt ettt 128*

10.1 Consent Of KPMG LLP.....oociiiiiiiiiiieci ettt ene s rae e 136*

10.2 Consent of Deloitte & Touche LLP .......cccoeoveiiiiriiiieeeeeee e 138*

11. Legal Opinion of Troutman Sanders LLP ............cccoccooiviniinininnincenn, 140*

15.1 POWET Of AtOIMEY ..viiiieiiieieieeeee e e Previously Filed
* Attached hereto
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Name of Subscriber

L L]

Amount of Subscription $

JTH TAX, INC.
SUBSCRIPTION AND INVESTMENT REPRESENTATION AGREEMENT

JTH Tax, Inc.

4575 Bonney Road, Suite 1040
Virginia Beach, VA 23462

c/o Mr. Raymond A. Dunn, ||

Gentlemen:
Section 1

1.1 Subscription. The undersigned hereby subscribes for and agrees to purchase the number of
shares of Class A Common Stock ("Shares") set forth above, at a price of $40.00 per Share, of JTH Tax, Inc.
(the "Company"), a Delaware corporation, on the terms and conditions described herein and in the Offering
Circular dated , 2002 (together with all appendices and supplements (if any) thereto, the "Circular”)
relating to the offering ("Offering") of Shares of the Company. '

1.2 Purchase.

\ The undersigned has tendered or agrees to tender upon demand by the Company, the
amount set forth above.

1.3 Acceptance or Rejection of Subscription.

(@) The undersigned understands and agrees that the Company reserves the right in its
sole discretion to reject this subscription for Shares in whole or in part and at any time prior to the applicable
Closing Date (as defined below), notwithstanding prior receipt by the undersigned of notice of acceptance of
the undersigned's subscription.

(b) In the event of rejection of this subscription, the subscription amount tendered by the
undersigned will be promptly refunded to the undersigned without interest or deduction and this Agreement
shall have no force or effect. In the event the undersigned's subscription is accepted, the funds specified
above shall be released to the Company on the applicable Closing Date and the subscribers whose
subscriptions were accepted shall be issued Shares in accordance with these subscriptions.

1.4 Closing Date; Minimum Offering; Escrow. This offering is a minimum/maximum offering, and
no Shares will be sold unless the Company receives subscriptions for at least 9,375 Shares with an aggregate
purchase price of $375,000 (the “Minimum Offering”). Until the Minimum Offering is subscribed for, all funds
received by the Company for Shares will be deposited with SouthTrust Bank, Chesapeake, Virginia, as escrow
agent (the “Escrow Agent”), which will hold these funds until it has received funds aggregating at least the
amount of the- Minimum Offering. If the Escrow Agent has not received funds equal to or exceeding the
Minimum Offering by March 31, 2003, the Escrow Agent will return all funds, without any deduction for
expenses, directly to the subscribers. Purchases by directors, officers and their affiliates will not be counted in
determining whether the Minimum Offering has been achieved. Funds received after the Minimum Offering is
reached will not be subject to an escrow requirement. Assuming the Minimum Offering is reached by the
above date, Shares shall continue to be sold until the earlier of (i) the date 125,000 Shares have been sold or
(ii) a termination date as determined by the Company. At any time after the Minimum Offering is sold, the
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Company may conguct one or more closings for the purchase of Shares in such amounts as it shall determine
(each, a "Closing Date").

Section 2

2.1 investor Representations and Warranties. The undersigned hereby acknowledges and
makes the following representations and warranties. The Company acknowledges that the undersigned, by
acknowledging and making such representations and warranties, has not waived any right of action that may
exist under the applicable federal securities laws.

(a) For those investors residing in any state other than California, Maryland, New York
and Virginia, the undersigned represents and warrants that the undersigned is acquiring the Shares for the
undersigned's own account, for investment purposes only, and not with a view to or for the resale, distribution
or fractionalization thereof, in whole or in part, and no other person has a direct or indirect beneficial interest in
the Shares herein subscribed for.

(b) The undersigned has the financial ability to bear the economic risk of his or her or its
mvestment in the Company (including its possible loss), and understanding that the investment in the
Company is not liquid, has adequate means of providing for the undersigned's current needs and personal
contingencies.

(c) The undersigned has been furnished the Circular and any other documents which
may have been made available upon request, and has been provided an opportunity to obtain any additional
information concerning the Offering and the Company.

(d) Except as provided in the Circular, no representations or warranties have been made
to the undersigned by the Company, or any officer, employee, agent or affiliate of the Company.

(e) If the undersigned is an individual, he or she is at least 21 years of age, and is a
citizen of the country and a resident of the state indicated on the signature page hereto under the heading
“Residence Street Address.” .

()] The undersigned acknowledges that the Shares are not registered for offer or sale
under the securities laws of any state other than California, Maryland, New York or Virginia (each such other
state a “Nonregistered State”).

{(9) The undersigned acknowledges that the Company is relying on a statutory exemption
from each Nonregistered State’s securities laws in order to offer and sell the Shares in each such state.

{(h) The undersigned agrees not to sell the Shares without registration under the relevant
states’ securities laws or an exemption therefrom.

(M If the undersigned resides in Pennsylvania, the undersigned represents, pursuant to
Section 207(m)(2) of the Pennsylvania Securities Act, that he or she is purchasing the Shares solely for
investment and does not intend to divide his or her participation with others or to resell or otherwise dispose of
all or any part of said Shares within twelve (12) months after the date of purchase, except in accordance with
Pennsylvania Securities Commission Regulation 204.011.

)] If the undersigned resides in Missouri, the undersigned represents, pursuant to
clause (B), paragraph (10), subsection 409.402(b), Missouri Uniform Securities Act, that he or she is
purchasing the Shares solely for investment and does not intend to divide his or her participation with others or
to resell or otherwise dispose of all or any part of said Shares in Missouri. In making the foregoing
representation, the undersigned understands that the statutory exemption of paragraph (10), subsection
" 409.402(b), Missouri Uniform Securities Act, would not be available if, notwithstanding the above
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representation, the undersigned has in mind merely acquiring the Shares for resale or other disposition upon
the occurrence or nonoccurrence of some predetermined event.

2.2 Investor Awareness. The undersigned acknowledges, represents, agrees and is aware that:

(a) the Company has limited operating history;

(b) no federal or state agency has passed upon the Shares or made any findings or
determination as to the fairness of this investment;

(c) there are significant risks of loss of investment incidental to the purchase of Shares,
including those summarized under "Risk Factors” and in other portions of the Circular and that it is possible
that the undersigned could lose all or substantially all of the undersigned's investment in the Company;

(d) the investment in the Company is an illiquid investment and the undersigned may
bear the economic risk of the undersigned’s investment in Shares for an extended period; and
(e) legal counsel to the Company is not representing investors who are subscribing for
Shares.
Section 3

3.1 Indemnity. The undersigned agrees to indemnify and hold harmless the Company, and each
other person, if any, who controls or is controlled by the Company, within the meaning of Section 15 of the Act,
against any and all loss, liability, claim, damage and expense whatsoever (including, but not limited to, any and
all expenses whatsoever reasonably incurred in investigating, preparing or defending against any litigation
commenced or threatened or any claim whatsoever) arising out of or based upon any false representation or
warranty or breach or failure by the undersigned herein or in any other document furnished by the undersigned
to any of the foregoing in connection with this transaction.

3.2 Restrictive Legend. Executed copies of this Subscription Agreement shall be filed in the
principal office of the Company. Any certificates evidencing all or part of the Shares issued in this offering in
any state other than California, Maryland, New York or Virginia, shall contain the following legend:

THE SHARES EVIDENCED BY THIS CERTIFICATE CANNOT BE SOLD OR OTHERWISE
DISPOSED OF UNDER ANY CIRCUMSTANCES WITHOUT (1) COMPLIANCE WITHALL
APPLICABLE STATE SECURITIES LAWS, OR (2) AN OPINION OF COUNSEL
SATISFACTORY TO THE COMPANY THAT COMPLIANCE WITH ALL APPLICABLE
STATE SECURITIES LAWS IS NOT REQUIRED.

3.3 Modification. Neither this Agreement nor any provision hereof shall be modified, discharged
or terminated except by an instrument in writing signed by the party agalnst whom any waiver, change,
discharge or termination is sought.

3.4 Notices. Any notice, demand or other communication which any party hereto may be
required, or may elect to give hereunder shall be sufficiently given if (a) in the case of a communication to the
Company, such communication is made in writing and deposited, postage prepaid, in a United States mail
letter box, registered or certified mail, return receipt requested, to 4575 Bonney Road, Suite 1040, Virginia
Beach, Virginia 23462, or is delivered personally at such addresses; and (b) in the case of a communication to
any other party, such communication is made in writing and deposited, postage prepaid, in a United States
mail letter box.
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3.5 Binding Effect. Except as otherwise provided herein, this Agreement shall be binding upon
and inure to the benefit of the parties and their heirs, executors, administrators, successors, legal
representatives and permitted assigns. If the undersigned is more than one person, the obligations of the
undersigned shall be joint and several and the agreements, representations, warranties and acknowledgments
herein contained shall be deemed to be made by and be binding upon each such person and his, her or its
heirs, executors, administrators and successors.

3.6 Entire Agreement. This instrument contains the entire agreement of the parties, and, there
are no representations, covenants or other agreements except as stated or referred to herein.

3.7 Assignability. This Agreement is not transferable or assignable by the undersigned.

3.8 Applicable Law. Notwithstanding the place where this Agreement may be executed, all of the
terms and provisions and validity of this Agreement shall be governed by and construed in accordance with
the internal laws of the Commonwealth of Virginia.

3.9 Gender. All pronouns contained herein and any variations thereof shall be deemed to refer to
the masculine, feminine or neuter, singular or plural, as the identity of the parties may require.

3.10  Counterparts. This Agreement may be executed through the use of separate signature pages
or in any number of counterparts, and each of such counterparts shall, for all purposes, constitute one
agreement binding on all the parties, notwithstanding that all parties are not signatories to the same
counterpart.

3.11  Disclosure Required Under State Law. The offering and sale of the Shares are intended to be
exempt from registration under the securities laws of the Nonregistered States, and therefore will not be
registered in such states or subject to the requirements of state law that would be applicable to the offering
and sale of registered securities.

3.12  Trusts. If the undersigned is a trust, the undersigned has provided to the Company a copy of
the trust agreement (or related portion thereof) showing the date of formation, authorization to make this
investment and evidence of the authority of the undersigned to execute this Agreement.

[SIGNATURE LINES ON FOLLOWING PAGE]
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NUMBER OF SHARES SUBSCRIBED TOTAL PURCHASE PRICE
FOR: ($40.00 per Share)

RESIDENCE STREET ADDRESS: NAME OF SHAREHOLDER:
(No P.O. Boxes)

(Please Print or Type)

MAILING ADDRESS: Make checks payable to:
(If Different from Residence) SouthTrust Bank Escrow Account
fib/o JTH Tax, Inc.

SOCIAL SECURITY OR TAXPAYER
IDENTIFICATION NUMBER:

SHARES TO BE REGISTERED AS FOLLOWS:

(Check and Complete)

. Individual Ownership ___ Joint Tenants”
o Tenants in Common* - Tenants by the Entirety*
_ Trust . Corporation
. Individual Retirement Account - Partnership
' Other

*By signing this Agreement, the undersigned represents and warrants that all persons having a beneficial
ownership interest in the Shares subscribed for pursuant to this Agreement satisfy all the terms and
conditions of and shall be bound by this Agreement.
EXECUTED by the undersigned as a subscriber of JTH Tax, Inc.
Signature of Investor

Date: Name:

(Please Print)

Signature of Investor

Date: Name:

(Please Print)
ACCEPTED BY THE COMPANY:

JTH TAX, INC.

Date: By:
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THIS AGREEMENT (the “Agreement”) is made this | 7 __ day of Jugf?’
between Republic First Bank of Delaware, a Delaware corporation (“Republic’

....... b e bl b ) N1 L L)
Fa—e [

[

REFUND FUNDING AGREEMENT _ (7

2000 by and
'Yand JTH Tax, Inc.,

JTH. a Delaware corporation (“JTH ) doing business as Liberty Tax Service.

WHEREAS, JTH desires to offer a series of bank products to customers, and

WHEREAS, Republic desires to offer and fund bank products for JTH; and

WHEREAS, Republic and JTH desire to enter into this Agreement to govern their respective
rights, obligations and participation with respect to the offering of such bank products.

NOW, THEREFORE, in consideration of the promises, the mutual covenants and agreements
contained herein, and other good and valuable consideration, the mutuality, receipt and sufficiency of
which are hereby acknowledged, the parties agree as follows:

1. Term. This Agreement shall become effective upon signature by both parties and shall remain
in effect until July 1, 2003, unless sooner terminated pursuant to Paragraph 7. Provisions which by
their nature require performance after the termination of this Agreemnent shall survive the tepmination
of this Agreement.

2. The Bank Product Program.

a.

The products offered pursuant to this Agreement shall include electronic refund checks
(“ERCs") and refund anticipation loans (“RALs”). The term RAL as used in this
Agreement shall refer to the total amount of the customer loan funded by Republic, which
amount includes certain fees described in this Agreement and Addendum 1 as they may be
amended from time to time. The ERCs and RALs offered to customers of JTH, its
affiliates, Franchisees (see Paragraph 2h) and Preparers (see Paragraph 2i) pursuant to this
Agreement (the “Program’’) shall be processed by JTH (“Service Provider”).

- The Program will be made available to certain tax return preparation custormers as

determined by JTH in its sole discretion (*Customers”). Republic will NOT be the
exclusive provider of ERCs and/or RALs for JTH, its Franchisees, other Preparers or its
affiliates. Products not funded by Republic are outside the scope of this Agreement.

Republic may fund bank products for entities other than JTH, its Franchisees, Preparers
and affiliates. Products funded for entities other than JTH, its Franchisees, Preparers and
affiliates are outside the scope of this Agreement.

Republic will prepare appropriate forms evidencing the obtaining of a RAL or ERC in
confarmity with the Program terms and consistent with the fees and charges imposed by
JTH, the Franchisees and the Preparers and subject to review and approval by JTH,

JTH will offer the Program to Customers provided that the Customers (i) have elected to

have their federal income tax retumns electronically filed with the Internal Revenue Service
(the “IRS™) ; (ii) are entitled to a federal income tax refund (the “Tax Refund”); and (iii)
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meet certain eligibility criteria (the “Eligibility Criteria”) established jointly by JTH and
Republic.

Subject to terms to be agreed upon at a later date, JTH will offer the Program to Customers
that (i) have elected to have their state income tax return electronically filed; (ii) are entitled
to a state income tax refund and (iii) meet certain eligibility criteria established jointly by
JTH and Republic.

On a non-exclusive basis, Republic will offer ERCs and RALs to and fund RALSs for
Customers who satisfy the Eligibility Criteria. Republic shall have underwriting authority
with regard to the Program and will make the credit decisions regarding the qualification of
any application referred to Republic under this Agreement. Republic may deny any such
application for any reason in its sole discretion.

. JTH may arrange for Liberty Tax Service franchisees (“Franchisees™) to participate in the

Program without such Franchisees having a direct agreement with Republic. JTH agrees
that such Franchisees will execute agreements with JTH requiring them to perform the
duties of and make the representations and warranties of JTH to Republic with respect to
applications submitted through them.

JTH may arrange for third party tax preparers (“Preparers”) to participate in the Program
without such Preparers having a direct agreement with Republic. JTH agrees that such
Preparers will execute agreements with JTH requiring them to perform the duties of and
make the representations and warranties of JTH to Republic with respect to applications
submitted through them.

During the period extending from January 1, 2001 through April 15, 2001 and during the
period extending from January 1, 2002 through Apnil 15, 2002, JTH will use its best efforts
to provide Republic with the greater of 25,000 products (ERCs or RALSs) or 50% of the
products (ERCs or RALs) provided to Customers by JTH and its Franchisees. During the
period extending from January 1, 2003 through April 15, 2003, JTH will use its best efforts

~ to provide Republic with the greater of 25,000 products (ERCs or RALS) or 40% of the

products (ERCs or RALs) provided to Customers by JTH and its Franchisees. In the event
of any renewals or extensions of this Agreement, JTH will use its best efforts to provide
Republic with the greater of 25,000 products (ERCs or RALs) or 40% of the products
(ERCs or RALS) provided to Customers by JTH and its Franchisees. JTH will use its best
efforts to ensure that the ratio of ERCs to RALs provided to Republic will be
approximately the same ratio of ERCs to RALs when computed based upon JTH’s total
volume.

All other duties, obligations, fees and charges will be in accordance with this Agreement
and Addendum 1, as they may be amended from time to time.

Fees and Accounts.

Republic will charge a fee (the “RAL Fees”) for each RAL approved and funded pursuant
to the Program, in accordance with Addendum ]. Republic will maintain a separate
“Reserve Escrow Account” with respect to each tax season that will be funded by
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depositing all RAL Fees collected with respect to that tax season. Throughout this _
Agreement tax season shall be defined as the year (January through December) in which a
tax return is prepared.

. On the Evaluation Dates (as defined below), Republic shall disburse all Reserve Escrow
Account funds in excess of (1) 100% of the RAL amounts from the current tax preparation
season which have not been paid by the IRS within fourteen (14) days from the date of the
RAL check; and (2) 3% of the remaining [other than RAL amounts described in the
preceding sub-part (1)] then outstanding RAL balances as follows: 65% to JTH and 35% to
Republic. If upon any Evaluation Date the rate of RALs which have not been funded by
the IRS exceeds 3%, then the 3% in sub-part (2) in the preceding sentence shall be adjusted
to reflect the higher unpaid rate.

The Evaluation Dates are March 1, March 15, April 1, April 15 and May 1.

. Republic may charge off against the Reserve Escrow Account all RAL amounts not likely
to be paid by a Tax Refund. For the purposes of this Agreement, a RAL shall be deerned
not likely to be paid by a Tax Refund if Service Provider has not received a Tax Refund
which retires the RAL within thirty-five (35) days from the date of the RAL check or upon
any earlier notification from the IRS that the Tax Refund will not be paid. Upon a RAL
being deemed not likely to be paid by a Tax Refund, Republic may debit the Reserve
Escrow Account for the unpaid balance of the RAL. Not later than May 15 of each year of
this Agreement Republic will pay to JTH sixty-five percent (65%) of any funds remaining
in the Reserve Escrow Account and will retain the remaining thirty-five percent (35%).
Following such payment, to the extent that Republic collects any unpaid amount of a RAL
that has previously been debited from the Reserve Escrow Account, Republic will promptly
pay to JTH sixty-five percent (65%) of the amount collected and will retain the remaining
thirty-five percent (35%), such percentages as computed net of collection expenses. To the
extent that the Reserve Escrow Account for a tax season has a deficit at July 1 of each year
of this Agreement, JTH and Republic shall share proportionately in the obligation to restore
such deficit; JTH shall pay 65% of such obligation and Republic shall pay 35%,

From time to time during the Term and for such period after the Term as Republic has any
obligations with respect to this Agreement, JTH shall have the right to audit the Reserve
Escrow Accounts and the Fee Accounts and those records of Republic which are reasonably
related to the operation of this Agreement with respect to any tax season in order to
determine whether such accounts and records have been maintained in accordance with this
Agreement. If the results of such audit demonstrate that Republic is obligated to make any
addjtional payments to JTH, Republic shall promptly make such payments, and, if the
additional amounts owed are in excess of $1,000.00, Republic shall reimburse JTH for the
reasonable costs of the audit.

From time to time during the Term and for such period after the Term as JTH has any
obligations with respect to this Agreement, Republic shall have the right to audit those
records of JTH which are reasonably related to the operation of this Agreement with respect
to any tax season in order to determine whether such records have been maintained in
accordance with this Agreement. 1f the results of such audit demonstrate that JTH is
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obligated to make any additional payments to Republic, JTH shall promptly make such
payments, and, if the additional amounts owed are in excess of $1,000.00, JTH shall
reimburse Republic for the reasonable costs of the audit.

On or before November 30 of each year of this Agreement JTH will provide to Republic a
description of locations that will be processing bank products funded by Republic, each a
designated location (“Designated Location)”. Republic will provide JTH with a reasonable
supply of check stock in a timely manner such that JTH can supply each Designated
Location with a reasonable supply of check stock. Republic shall be the exclusive provider
of RALs and ERCs at each Designated Location so long as Republic performs under all
material aspects of this Agreement, and related Addenda and Exhibits, as they may be
amended from time to time.

4. Representations and Warranties of JTH. JTH represents and warrants to Republic as follows:

a.

o

d.

w

The execution, delivery and performance of this Agreement by JTH has been fully
authorized, and will not result in any violation of, conflict with, or default under, any
agreement, instrument, undertaking, judgment, decree, order, statute, rule or governmental
regulation applicable to JTH.

JTH is in material compliance with all federal and state laws and rules, regulations and
administrative orders of all state and local commissions, agencies and authorities that are
applicable to JTH and the operation of JTH’s business. Furthermore, JTH, Franchisees and
Preparers possess all permits, memberships, contracts, licenses, registrations and
identification numbers necessary to conduct its business.

JTH shall not knowingly assist anyone in fraudulently obtaining a RAL or ERC and shall
take reasonable steps to ensure that all information contained on each application and
related tax return is accurate and complete, and shall promptly notify Republic immediately
upon becoming aware of any attempt to obtain a RAL or ERC by fraud or pursuant to an

untrue or false tax retum.

Upon the termination of this Agreement, JTH shall promptly return to Republic all data and
materials of any kind belonging to Republic, all voided, damaged, unused and all other
Republic checks, and any Confidential Information (as defined in Paragraph 8.d) of
Republic.

Each party shall provide reasonable cooperation and assistance to the other and to the
Service Provider in collecting delinquent RALs from applicants. Republic and JITH will
comply with all applicable federal and state laws in pursuing the collection of RALs. All
parties will participate in industry-standard cross-collection procedures to the extent it is
lawful to do so.

5. Representations and Warranties of Republic. Republic represents and warrants to JTH as

follows:

a.

Republic warrants that its evaluation and processing of the application and related
documents provided to tax return preparation customers serviced as part of this Program,
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and Republic’s making and documentation of loans to tax return preparation customers
serviced as part of this Program and the fees charged by Republic for such loans will
comply with all applicable State and Federal laws and regulations, including without
limitation the Truth-in-Lending Act. These warranties shall survive the termination of this

Agreement.

b. The execution, delivery and performance of this Agreement by Republic has been fully
authorized, and will not result in any violation of, conflict with, or default under, any
agreement, instrument, undertaking, judgment, decree, order, statute, rule or governmental
regulation applicable to Republic.

¢. Republic is in material compliance with all federal and state laws and rules, regulations and
administrative orders of all state and local commissions, agencies and authorities that are
applicable to Republic and the operation of Republic’s business. Furthermore, Republic
possesses all permits, memberships, contracts, licenses and identification numbers
necessary to conduct its business.

d. Republic shall not knowingly assist anyone in fraudulently obtaining a RAL or ERC, shall
take reasonable steps to ensure that all information contained on each application and
related tax retumn is accurate and complete, and shall promptly notify JTH immediately
upon becoming aware of any attempt to obtain a RAL or ERC by fraud or pursuant to an
untrue or false tax return.

e. Uponthe termination of this Agreement, Republic shall promptly return to JTH all data
and materials of any kind belonging to JTH, and any Confidential Information (as defined
in Paragraph 8.d) of JTH.

f. Each party shall provide reasonable cooperation and assistance to the other and to the
Service Provider in collecting delinquent RALs from applicants. Republic and JTH will
comply with all applicable federal and state laws in pursuing the collection of RALs, All
parties will participate in industry-standard cross-collection procedures to the extent it is

- lawful to do so.

6. Status of the Parties. [n performing their responsibilities pursuant to this Agreement, the
relationship between Republic and the JTH is that of independent contractors. This Agreement shall
not be construed to create a relationship of partner or joint venturer or other relationship such as
employee or agent of the other. Neither party hereto shall represent that its relationship with the otber
1s anything but that of an independent contractor.

7. Termination. Either party may terminate this Agreement, (i) immediately upon written notice,
if legal or regulatory issues make the RAL Program or ERC Program economically impracticable or
infeasible in whole or in part; (i) immediately upon written notice, if the United States government or
any agency thereof, or any state or local government or any agency thereof, takes, or fails to take, such
action which in the reasonable judgment of the terminating party is inconsistent with the continuation
of the Program or JTH’s or Republic’s participation in the Program; (iit) upon thirty (30) days’ written
notice, if the other party materially breaches any of its obligations under this Agreement and has not
cured such breach prior to the expiration of the 30-day notice period (or if such breach is of a type that
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cannot reasonably be cured within the naotice period, has not commenced substantial efforts to effect a
cure within such notice period); or (iv) immediately upon written notice, if the other party elects to
wind up or dissolve its operations or is involuntarily wound up and dissoived, or becomes insolvent,
incurs a material adverse change in its financial condition, makes an assignment for the benefit of
creditors, files a voluntary petition in bankruptcy for its reorganization or is adjudicated bankrupt or
insolvent. In the event that this Agreement is not otherwise terminated pursuant to this Paragraph 7,
then if neither party provides written notice of termination to the other party during the period
extending from April 15 through July 31 of any year, then this Agreement shall automatically be
extended for an additional one year term from the then scheduled termination date. Such automatic
extension shall apply from year to year until this Agreement is otherwise terminated. Each year the
parties shall negotiate the pricing for the RALs and ERCs for the following tax season in good faith
and in response to the market. In the event that the parties cannot agree on pricing by November 1* of
each year, the pricing in effect for the prior year shall apply.

8. Miscellaneous.

a. Each Party hereto will bear all expenses connected with performance of its obligations under
this Agreement, and no party will have the right to incur any expense or liability on behalf of
any other party.

b. Neither party shall be liable to the other party or its clients or agents for any consequential,
incidental, indirect or special damages, including lost profits or similar damages, arising out of
or in connectjon with this Agreement or the services performed hereunder unless the damages
are the consequence of a breach of this Agreement, fraud, willful misconduct or the intentional
violation of criminal law,

c. [Each party shall indemnify, hold harmless and reimburse the other party and their respective
officers, directors, employees and agents, for all expenses and costs, reasonable attorney's fees,
judgments, penalties, damages, direct expenses and other payments incurred in connection with
any claims, disputes, controversies or litigation with respect to (1) the violation by the
indemnifying party of any laws, rules or regulations applicable to the operation or

- implementation of this Agreement by the indemnifying party , or (ii) a breach of this
Agreement by the indemnifying party or (iii) the RALs, ERCs or the Program if neither party
is in breach of this Agreement, but only to the extent of each party’s interest (see Paragraph

3(b))

d. In performing its obligations pursuant to this Agreement, Republic may, with or without
consent, gain access to certain confidential proprietary infornmation about the Program, JTH
marketing philosophies and objectives, competitive advantages and disadvantages, Customer
nammes, addresses and account numbers, technological development, sales volumes, information
relating to software, or other information of the business affairs of JTH, or the business affairs
of the Franchisees, the Preparers and the affiliates of JTH which JTH reasonably considers
confidential and/or proprictary (collectively referred to herein as "Confidential Information™).
Republic agrees to maintain as proprietary and confidential all such Confidential Information
and further agrees not to use such Confidential Information, nor to disclose such Confidential
Information to any third party, except as necessary in connection with the collection of any
defaulted RAL. Nonetheless, customers who obtain RALs or ERCs from Republic shall be
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deemed customers of Republic for the purposes of complying with privacy laws (federal and
state) that apply or may apply generally to customers of insured financial institutions, and JTH
shall not use any customer information in any manner that would or could be deemed in
violation of such laws.

Confidential Information shall not include information already in the legitimate possession. of
the receiving party prior to the time of disclosure, information already in the public domain
prior to the time of disclosure, information that after disclosure to the receiving party comes
into the public domain through no fault of the receiving party, or information that is
subsequently disclosed to the receiving party by a third person having legitimate possession
thereof and the unrestricted right to make such disclosure. Moreover, a party receiving
Confidential Information may cause such information to be disclosed if disclosure is required
by a subpoena or court order enforceable against the receiving party, provided that the
receiving party gives written notice of the subpoena or court order to the disclosing party and
cooperates with the disclosing party in efforts to prevent or restrict the disclosure. However,
JTH recognizes that customer information with regard to RALs or ERCs is subject to federal
and state financial privacy laws and may not be released without the consent of Republic .

This Agreement may not be assigned by any party without the prior written consent of the
other.

If any provision of this Agreement shall be prohibited by or invalid under applicable law, such
provision shall be ineffective to the extent of such prohibition or invalidity, without
invalidating the remainder of such provision or the remaining provisions of this Agreement.
Any headings or captions preceding the text of the several Paragraphs hereof are intended
solely for convenience of reference and shall not constitute part of this Agreement,

This Agreement will be governed by federal law and the law of the Commonwealth of
Virginia, shall be binding upon both parties and their respective successors and assigns, and
shall inure to the benefit of both parties and their respective successors and assigns.

This Agreement contains the entire understanding of the parties hereto with respect to the

~ subject matter of this Agreement. There are no restrictions, promises, warranties, covenants or

undertakings other than those expressly set forth herein. This Agreement supersedes all prior
agreements and understandings between Republic and JTH with respect to the matters set forth
herein. This Agreement may be amended only by a written instrument duly executed and
delivered by the parties hereto or their approved assignees.

Except as otherwise provided in this Agreement, the remedies provided herein shall be
cumulative and shall not preclude the assertion by either party of any other rights or any other
remedies against the other party. Neither party shall be deemed to have waived, nor be
estopped from asserting, any of its rights, powers or remedies under this Agreement unless
such waiver is approved in writing by the waiving party.

Notice, when required under this Agreement, shall be given in writing by overnight delivery or
certified mail, return receipt request, addressed as follows:

If to Republic: Republic First Bank of Delaware
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Brandywine Commons [I
1000 Rocky Run Parkway
Wilmington, DE 19803

Attention: President

If to JTH: JTH Tax Inc.
4575 Bonney Road
Virginia Beach, VA 23462

Attention: President

Notice properly given under the provisions of this Paragraph 8 shall be deemed given on the day
delivered in the case of overnight delivery or as of the date mailed in the case of certified mail.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement through their duly
authorized representatives effective on the date above written.

JTH Tax Inc., d/b/a “Liberty Tax Service” Republic First Bank of Delaware

Title: /2“6 se AT Title: ff&-c‘

Date: ?// V/@O Date:\ é/%fa
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Addendum No. 1
To
Refund Funding Agreement
For the Tax Season 2001

This Addendum No. 1 to Refund Funding Agreement for the Tax Season 2001 (the

“Addendum’) is an addendum to the Refund Funding Agreement of /. Ao [ 2000 (the
“Agreement’’), which is by and between Republic First Bank of Delaware, a Delaware corporation
(“Republic””) and JTH Tax Inc., a Delaware corporation (“JTH™) doing business as Liberty Tax
Service.

This Addendum provides for the duties of Republic and JTH and the various fees and charges

to be imposed on Customers under the Agreement for Tax Season 2001. Capitalized terms used in this
Addendum are as defined in the Agreement.

1. Duties of JTH — ERC Program

As to each Customer electing to apply for participation in the ERC Program, JTH, as

applicable, shal] have the following obligations:

a. JTH will complete and have the Customer (and the Customer’s spouse if the return is a joint
return) execute: (1) an ERC Application on a form which JTH will have printed at its expense
from artwork supplied by Republic and approved by JTH and (2) an IRS Form 8453 (U.S.
Individual Income Tax Declaration for Electronic Filing), which JTH will execute as the
preparer/transmitter, which Form 8453 JTH will supply at its expense. Republic’s name and
routing transit number shall be preprinted in Part Il of Form 8453 and a depositor account
number consisting of a prefix specified by Republic, and a suffix consisting of the Customer’s
social security number, which shall be verified by JTH (or the social security number of the
primary Customer, in the case of a joint retum) shall be inserted by JTH in Part II in Form
8453.

b. JTH will inspect one form of signed picture identification, and use its best efforts to inspect
a second form of signed photo identification from each Customer to verify the identity of the
Customer. If joint Customers are both present, JTH will inspect one form of picture
identification from each. The identification shall be from among the following:

i.  aclearly identifiable school picture ID card; '

. avalid U.S. Passport;
© iii. a valid resident alien card that contains a photograph;
iv. avalid driver’s license containing a photo ID;

v.  acurrent military ID card;
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vi. astate ID card;
vil, an Indian Affairs card; or
viii. a union membership ID.

¢. JTH will submit the Customer’s federal income tax return to the IRS electronically,
JTH will file the hard copy of IRS Form 8453 with the IRS in accordance with the IRS

regulations.

d. After electronically transmitting or majling the Customer's income tax return to the IRS
and receiving the IRS acknowledgment, JTH will electronically transmit to Republic: (1)
the Customer’s name; (2) the Customer’s address; (3) the Customer's social security
number; (4) the amount of the Customer’s federal income tax refund as computed by JTH;
(5) the location code of the JTH office at which the Customer applied for an ERC; and (6)
the amount of all fees owing to JTH and Republic from the Customer which the Customer
authorized Republic to withhold from the Customer’s refund and pay to JTH.

e. Upon receiving notice from Republic that a Customer’s refund from the IRS or state has
been deposited at Republic, JTH shall prepare an ERC check by completing a blank
cashier’s check form supplied by Republic at Republic’s expense, and completing and
affixing thereon a laser generated facsimile signature authorized by Republic. Such check
shall be in the amount of the tax refund less the ERC Haondling Fee, the Tax Preparation
Fee, the Electronic Filing Fee, if any, the ERC Application Fee, and any other sum that the
Customer authorized Republic to withhold from the ERC check and pay to third parties.
This check shall be made available to the Customer by JTH at the JTH office at which the
Customer applied for the ERC following JTH’s receipt of confirmation from Republic that
the tax refund has been deposited into the Customer’s account at Republic.

f. JTH will retain original ERC Applications for twenty-five (25) months, and send to
Republic copies of ERC Applications within five (5) days of Republic’s request. JTH will

. retain copies of such records associated with the ERC Program, and the electronic filing of

the Customer’s federal income tax return as the IRS may from time to time require or
direct.

g. JTH will use its best efforts to retain copies of such records associated with the ERC
Program and the electronic and mail filing of the Customer’s federal income tax retum as
the IRS may from time to time require or direct.

h. JTH, Franchisees and Preparers agree to indemnify Republic with regard to all ERC and
RAL checks that are lost, issued in error or stolen,

2. Republic’s Duties — ERC Program

Republic will have the following duties with respect to each Application for an ERC

transmitted to it by JTH:
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a. At the time JTH notifies Republic of an application for an ERC, Republic will open an
account, at and maintained by Republic (the *Deposit Account), in which the IRS will
deposit the Customer’s refund. Republic shall provide a form to JTH to be executed by a
Customer granting Republic the right to offset such refund from the Deposit Account when
electronically deposited by the IRS for all JTH fees and Republic’s fees.

b. Upon receipt of the Customer’s refund from the IRS, Republic shall remit the Tax
Preparation Fee, the Electronic Filing Fee, if any, the ERC Application Fee, 65% of the
ERC Handling Fee and any other sum that Customer has authorized Republic to pay
pursuant to the ERC Application by: (a) transferring the amount of the Tax Preparation Fee,
the Electronic Filing Fee, if any, the ERC Application Fee, and 65% of the ERC Handling
Fee, via ACH, to the account or accounts specified in writing by JTH; and (b) notifying
JTH each day, either electronically or on magnetic diskette, of each tax refund received for
which an ERC check should be issued, together with the name and social security number
of the Customer, the amount of the Tax Preparation Fee, the Blectronic Filing Fee, if any,
the ERC Application Fee, 65% of the ERC Handling Fee and any other sum remitted for
such Customer to a third party, pursuant to the ERC Application, and the location code of
the JTH office at which the particular Customer applied for an ERC.

3. Duties of JTH -~ RAL Program

As to each Customer electing to apply for participation in the RAL Program, JTH, will do
the following:

a. Perform those duties specified in Subparagraphs 1.a, 1.b and 1.c of this Addendum.

b. After electronically transmitting the Customer’s income tax return to the IRS and
receiving the IRS acknowl]edgment of acceptance, JTH will electronically transmit to
Republic: (1) the Customer’s name; (2) the Customer’s address; (3) the Customer’s social
security number; (4) the amount of the Customer’s federal income tax refund as computed
~ by JTH; (5) the location code of the JTH office at which the Customer applied for a RAL;

B and, (6) the amount of all fees owing to JTH from the Customer which the Customer
authorized Republic to withhold from the RAL proceeds and pay to JTH. JTH shall
instruct its Franchisees or Preparers that, in no instance, may a separate charge be imposed
by a Franchisee or Preparer related to the application for or processing and disbursement of
a RAL other than the ERC Application, Electronic Filing, if any, and Tax Preparation Fees
and that the ERC Application Fee charged by a Franchisee or Preparer shall be the same
whether the Customer applies for an ERC alone or an ERC and RAL. '

¢.  On each business day during the term of this Agreement, JTH will process each
Application for a RAL transmitted to it on that day in accordance with Republic’s program
eligibility and credit underwriting standards then in effect for such RALs and, using an
ASCII or other acceptable record of uncreditworthy persons provided by Republic, will
advise Republic electronically within two (2) hours after it receives the application as to
whether the RAL meets or does not meet Republic’s eligibility and credit underwriting
standards. Republic may independently evaluate each Application for a RAL.
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d. Unless notice is received by JTH from Republic electronically within two (2) hours after
Republic received the Application that an otherwise conforming and eligible Customer’s
application for a RAL has not been approved by Republic, for all those customers that JTH
advised Republic met Republic’s credit granting standards and are otherwise eligible for
RALS, JTH shall prepare a disbursement check for the RAL by completing a blank
cashier’s check form supplied by Republic at Republic’s expense, and completing and
affixing thereon a laser generated facsimile signature authorized by Republic. Such ERC
check shall be for the amount of the RAL less the RAL Fee that the Customer authorized
Republic to withhold from the RAL, and less the Tax Preparation, Electronic Filing, if any,
ERC Application, and ERC Handling Fees, and any other applicable fees that the Customer
authorized Republic to withhold from the RAL and pay to JTH.

e. JTH will also complete a Proceeds Disbursement Authorization and Truth-in-Lending
Disclosure and Loan And Security Agreement (the “Disclosure”) on a form, which shall be
a perforated stub of the blank ERC cashier’s check form supplied by Republic at Republic’s
expense. JTH shall then deliver such Disclosure and check promptly to the Customer and
electronically provide Republic with a listing of all checks issued on a particular business
day and, if not on that day, on the next business day. JTH will use every effort to provide
this information as soon as possible. This listing shall identify ERC checks issued by
amount, date issued and check number.

f. If a Customer’s RAL Application is denied for any reason, JTH will provide an ASCII
or other acceptable record of such Customer, and forward it to Republic on a regular basis.
JTH will also complete and send the appropriate written Notice of Adverse Action, in the
form prepared or approved by Republic, to the Customer.. Pursuant to the Customer’s
Application, the Customer will then receive an ERC check and shall have deducted from
the refund deposited by the IRS all of the tax preparation/ filing fees of JTH as well as the
ERC Application Fee, ERC Handling Fee, and sums paid to third parties, but not the RAL
Fee.

g. Upon receiving oral or written notice from a Customer that the Customer no longer

* desires to obtain a previously approved RAL, JTH shall not deliver the Republic ERC

check to the Customer or, if the check has already been delivered or mailed to the
Customer, shall advise the Customer to return the ERC Check to JTH, marked “VOID” as a
result of a Customer cancellation. The Customer shall then be deemed to have applied for
an ERC and shall be liable for the same fees as specified in Paragraph 1.e above when the
new ERC check is issued.

h. JTH will retain original RAL Applications, copies of Disclosures and Notices of
Adverse Action for 28 months, and send individual original Applications so retained to
Republic within five (5) days after Republic’s request for them. JTH will retain copies of
such records associated with the RALs and ERCs and the electronic filing of Customer’s
federal income tax retumn as the IRS may from time to time require or direct.

i. Republic may mail up to three letters in the form adopted by Republic and on
Republic’s stationary to effect collection of delinquent RALs.
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j- JTH will daily monitor loan delinquency rates of the Program to cnsurc that the results
fall within the mutually established expcctations of Republic and JTH. In the event that
loan delinquency rates are materially higher than anticipated, either in aggregate orat a
specific location or locations, JTH, in consultation with Republic, will implement
reasonable changes including, but not limited to, RAL availability, pricing, loan limits and
allowable amount of Eamed Income Credit,

4. Republic’s Duties ~ RAL Program

Republic will have the following duties with respect to cach Application for a RAL
transmitted to it by JTH:

a. On each business day during the tcrm of this Agreement, Republic will evaluate cach
Application for a RAL transmitted to it on that day in accordance with its underwriting
stapdards then in effect for such RALs and will notify JTH electronically within two hours
after it receives the application if the application is not approved. Republic will not accept
any application from a JTH Franchisee or Preparer if Republic receives notification from
the IRS that the Franchisec or Preparer is under investigation, or Republic reasonably
suspects fraudulent activity originating through the Franchisee or Preparer, or if, for any
reason, delinquencies on RALS originating through the Franchisee or Preparer arc
considered unacceptable.

b. On the business day Republic receives notification, prior to a mutually agreed upon cut-
off time, that a disbursement check, including check number and amount, has been issued,
Republic will remit, via ACH directly to the account or accounts specified in writing by
JTH, the Tax Preparation Fce, Electronic Filing Fec, if any, ERC Application Fee and 65%
of the ERC Handling Fee, and any other applicable fees.

¢. To enable JTH to identify the fees remitted by Republic, on a daily basis, Republic will
also supply to JTH electronically with respect to each fee remitted that day: (a) the name

-~ and socia] security number of cach Customer for whom Republic remitted fees; (b) the
amount of the Tax Preparation Fee, Electronic Filing Fee, if any, thc ERC Application Fee,
and 65% the ERC Handling Fee remitted pursuant to Paragraph 2(b) and any other
applicable fee remitted for each Customer; and (c) the location code of the JTH office at
which the particular Customer applied for a RAL.

d. Al loan disbursement checks delivercd to Customers shall be cashier’s ERC checks
drawn on a loan disbursement account established by Republic, and shall be paid promptly
upon presentment, unless Republic reasonably believes that it has a valid defensc to the
payment of such check. On a daily basis Republic will supply to JTH electronically a
listing of all ERC checks issued in connection with RALs that have clcared.

e. Republic will open a Deposit Account for cach Customer at Republic. Republic shall
have the right to offset such refund when it is electronically deposited by the IRS against
the total of the loan disbursement check previously delivered to the Customer, plus the Tax
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Preparation Fee, Electronic Filing Fee, if any, the RAL Fee, the ERC Application Fee, and
any other applicable fees or deductions authorized by the Customer, If the Customer’s
refund exceeds the total of such amounts, Republic will promptly pay the excess amount to
Customer, provided that any such amount is at least $1.00.

f. While this Agreement is in effect, subject to approval of JTH, Republic will designate
the amount of the RAL Fees that are “Finance Charges” (as this term is defined in Federal
Reserve Board Regulation Z).

S. Customer Service

a. During the period extending from January 8 through April 15 of each year of this
Agreement, either JTH or Republic, as specified below, shall maintain a custorner service
department to respond to telephone inquiries of Customers of JTH and its affiliates who
obtain RALs or ERCs. The telephone number for Customers shall be toll free.

b. For tax season 2001 and tax season 2002 JTH shall provide such customer service to
customers who obtain RALs or ERCs through the Program. Thereafter, either JTH or
Republic, as negotiated, will provide customer service to customers who obtain RALs or

ERCs through the Program.
6. RAL Fees As Reserve Against Losses

The RAL Fees shall be reserved against losses on the RALs, applied against such loan

losses and disbursed as provided in paragraph 3 of the Agreement.

7. Blank Check Stock

19

JTH will use the blank cashiers” ERC check stock provided by Republic, and will complete
and affix laser generated facsimile signatures thereto only as authorized by Republic for the
purposes described in this Agreement. JTH shall use reasonable care to safeguard the blank ERC
check stock supplied to it by Republic until each ERC check form is given to the appropriate

‘Customer, but any loss that occurs in connection with an ERC check after it is given to the

Customer shall be handled as if it were a ‘RAL amount not likely to be paid by a Tax Refund’ in
accordance with Paragraph 3 of the Agreement. If a blank ERC check form should be discovered
to have been lost, stolen or given to a person other than the proper Customer, JTH shall promptly
report that fact to Republic. Upon termination of the Agreement, JTH shall account to Republic
for unused blank ERC check stock and return all unused ERC check stocks to Republic. JTH shall
maintain and transmit to Republic a record of ERC check Stock or number issued to each
Franchisee or Preparer. JTH shall also destroy all facsimile specimens.

8. Fees, Charges and Loan Limits
The following schedule of fees, charges and loan limits shall apply to all ERCs and RALSs:

a. All ERC Customers shall be charged a $20,00 ERC Handling Fee.
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b. All RAL Customers, in addition to the $20.00 ERC Handling Fee, shall be charged a
RAL Fee equal to the greater of (1) 4% of the loan amount or (2) $20.

c. Maximum loan amount will be $ 3,500.00.
d. Loan amount may include claimed EIC up to 10% of the $3,500.00 limit.

e. The amount of any Tax Preparation Fee, Electronic Filing Fee or ERC Application Fee
shall be at the sole discretion of JTH, its Franchisees or Preparers

. In no event shall JTH, its Franchisees or Preparers impose any additional fce in
connection with the RALs offered pursuant to the Program.

9. Systems Development and Maintenance Fees

a. JTH will develop, support and maintain all software systems necessary to comply with
JTH’s duties under this Addendum. JTH will also develop, support and maintain softwarc
system capabilities that are reasonably requested by Republie in order for Republic to comply
with Republic’s duties upder this Addendum. JTH will also be available as rcasonably
requested to consult on, troubleshoot or support the interface between JTH's and Republic’s
systems that are required to comply with Republic’s duties under this Addendurn.

b. For the software systems described in Paragraph 9(a), Republic shall pay to JTH $100,000
which shall be payable as follows: $25,000 shall be payable upon signing of this Addendurmn;
$25,000 shal] bc payable upon the date that at least 25,000 RALs or ERCs (other than ERCs
which have been subsumed in RALs) bave been funded by Republic pursuant to this
Agreement and Addendum 1; and $50,000 shall be payable upon the earlicr of April 30, 2002
or the request of Republic for delivery of software developed pursuant to this Addendum.

¢. If within thirty days after the signing of this Addendum by both parties Republic notifies
JTH 1in writing that Republic chooses to develop, support and maintain software system
capabilitics that are required for Republic to comply with Republic’s dutics under this
Addendum, Republic shall have no obligation to pay the fec mentioned in Paragraph 9(b) of
this Addendum. [n that event, JTH shall not be obligated to develop, support and maintain
software system capabilities for Republic to comply with Republic’s duties under this
Addendum. JTH will also not be required to consult on, troubleshoot or support the interface
between JTH’s and Republic’s systems that are required to comply with Republic’s duties
under this Addendum.

d. At the request of Republic, JTH will deliver to Republic a copy of all proprietary source
code and related documentation that has been developed by JTH to comply with Republic’s
duties under this Addendum (“Declivered Materials”). JTH shall retain a copy of all Delivered
Materials. Such delivery will be made within ten (10) days of JTH’s receipt of request by
Republic. Upon such delivery, Republic shall enjoy, concurrent with and in conjunction with
JTH, all rights of ownership of the Delivered Materials. Further, upon such delivery,
Republic will be under no restrictions regarding the Delivered Materials including, but not
limited to, modifications to or reversc engineering of the Delivercd Materials, Likewise, JTH
shajl enjoy, concurrent with and in conjunction with Republic, all rights of ownership of the
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Delivered Materials. Rights of ownership shall include but not be limited to patent,
copyright, trade secret and other proprietary rights. JTH will be under no restrictions
regarding the Delivered Materials including, but not limited to, modifications to or reverse
engineering of the Delivered Materials.

e. The software systems described in this paragraph 9 are provided “AS IS”, without
warranty of any kind, either express or implied, including but not limited to any implied
warranties of merchantability or fitness for a particular purpose, other than those warranties
that are implied by and incapable of exclusion, restriction or modification under applicable
law. JTH shall in no event be liable to Republic or any other person for consequential,
exemplary or incidental damages or for any lost profits arising out of the use or the inability
to use the software systems, even if JTH has been aware of the possibility of such damages,
or for any other claim by Republic or any other person.

f. Any requests by Republic for JTH to develop, support or maintain software system
capabilities that are beyond the scope of Republic’s duties under this Addendum shall be
addressed via separate agreement between the parties. Likewise, any request by Republic for
consulting on, troubleshooting or supporting the interface between JTH’s systems and
Republic’s systems that extend beyond the scope of this Addendum shall be addressed via
separate agreement between the parties. Notwithstanding the foregoing JTH agrees to
provide software support services that are reasonably requested by Republic to further the
Program for as long the parties are jointly engaged in the Program to the extent that such
services may be reasonably provided, as determined by JTH.

10. Press Release

Upon the execution of this Addendum and the Agreement by both parties, JTH agrees to
allow Republic to reasonably inform necessary third parties and the press that the parties
hereto have entered into this Agreement and to further allow Republic to use, in a
reasonable manner and as pre-approved by the JTH, JTH's name and trademark in
information describing the Program. Likewise, upon the execution of this Addendum and
the Agreement by both parties, Republic agrees to allow JTH to reasonably inform

" necessary third parties and the press that the parties hereto have entered into this
Agreement and to further allow JTH to use, in a reasonable manner and as pre-approved by
Republic, Republic’s name and trademark in information describing the Program.

offDelaware

Title;

Date:

}éﬂf( 5(1/71—' Title: /?Zés /wa

/ /
7- ///j';,/ﬁto 6/?/
I lYlce Date: ) z1/po
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ESCROW AGREEMENT

-
-

THIS ESCROW AGREEMENT is entered into as of the 30" day of July, 2002, by and
among JTH TAX, INC., a Delaware corporation (the “Company”) and SOUTHTRUST BANK
(“Escrow Agent”). (The Company and the Escrow Agent are sometimes hereinafter referred to
collectively as the “Parties” and each individually as a “Party.”)

RECITALS:

A The Company proposes to sell up to 125,000 shares (the “Shares”) of Class A
Common Stock at a price of $40.00 per Share (“Offering”).

B. The closing of the sale of any of the Shares is contingent upon the sale of 9,375
Shares at a price of $40.00 per Share in the Offering (“Minimum Offering”).

C. The Escrow Agent is willing to hold the proceeds of the Offering in escrow
pursuant to this Agreement.

NOW, THEREFORE, for and in consideration of the foregoing recitals, the mutual
covenants contained herein, and for other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the Parties agree as follows:

1. Establishment of the Escrow Account. Contemporaneously herewith, the parties

have established a non-interest-bearing account with the Escrow Agent, which escrow account is

entitled “JTH Tax 2002 Offering Escrow Account” (the “Escrow Account”). The Company will
instruct subscribers to make checks payable to “SouthTrust Bank - Escrow Account {/b/o JTH
Tax, Inc.” Any checks received by the Escrow Agent that are made payable to a party other than
the Escrow Agent shall be returned to the party that submitted the check.

2. Escrow Period. The escrow period (the “Escrow Period”) shall begin with the
commencement of the Offering and shall terminate upon the earlier of the Closing Date (as
defined in Section 8 of this Agreement), December 31, 2002, or the date on which the Company
notifies the Escrow Agent that the Offering has been terminated. During the Escrow Period, the

Company is aware and understands that it is not entitled to any funds received into escrow and no

amounts deposited by the Escrow Agent shall become the property of the Company or any other
entity, or be subject to the debts of the Company or any other entity.

3. Deposits into the Escrow Account. The Company agrees that it shall deliver by
noon of the next business day after receipt all monies received from subscribers for the payment
of the Shares to the Escrow Agent for deposit in the Escrow Account together with a written
account of each sale, which account shall set forth, among other things, (i) the subscriber’s name
and address, (ii) the number of Shares purchased by the subscriber, (iii) the amount paid therefor
by the subscriber, (iv) whether the consideration received from the subscriber was in the form of
a check, draft or money order, and (v) the subscriber’s social security or tax identification
number.
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All monies so deposited in the Escrow Account are hereinafter referred to as the
“Escrow Amount.”

4. Disbursements from the Escrow Account. In the event the Escrow Agent does not
receive deposits from the Offering that meet the terms of the Minimum Offering prior to the
termination of the Escrow Period, or if the Company notifies the Escrow Agent that the Offering
has been terminated, the Escrow Agent shall refund to each subscriber the amount received from
the subscriber, without deduction, penalty, or expense to the subscriber, and the Escrow Agent
shall notify the Company of its distribution of the funds. The purchase money returned to each
subscriber shall be free and clear of any and all claims of the Company or any of their creditors.

In the event the terms of the Minimum Offering are met prior to termination of the
Escrow Period, in no event will the Escrow Amount be released to the Company until such
amount is received by the Escrow Agent in collected funds. For purposes of this Agreement, the
term “collected funds™ shall mean all funds received by the Escrow Agent which have cleared
normal banking channels are in the form of cash.

5. Collection Procedure.

(a) The Escrow Agent is hereby authorized to deposit each check in the
Escrow Account. i

(b)  Inthe event any check paid by a subscriber and deposited in the Escrow
Account shall be returned, the Escrow Agent shall notify the Company by telephone of such
occurrence and advise it of the name of the purchaser, the amount of the check returned, and any
other pertinent information. The Escrow Agent shall then transmit the returned check directly to
the subscriber.

(c) If the Company rejects any subscription for which the Escrow Agent has
already collected funds, the Escrow Agent shall promptly issue a refund check to the rejected
subscriber. If the Company rejects any subscription for which the Escrow Agent has not yet
collected funds but has submitted the subscriber’s check for collection, the Escrow Agent shall
promptly issue a check in the amount of the subscriber’s check to the rejected subscriber after the
Escrow Agent has cleared such funds. If the Escrow Agent has not yet submitted a rejected
subscriber’s check for collection, the Escrow Agent shall promptly remit the subscriber’s check
directly to the subscriber.

6. Delivery of Escrow Account.

(a) Prior to the Closing (as defined in Section 8 of this Agreement), the
Company shall provide the Escrow Agent with a statement containing the following information:
the total number of Shares sold and a list of each subscriber, and the number of Shares purchased
by such subscriber.

The Escrow Agent shall hold the Escrow Account and distribute it to the Company on the
date of Closing or such later date that it receives the above-described statement.

2
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(b).  Upon termination of the Offering by the Company for any reason, the
Escrow Agent shall return to the subscribers who contributed to the Escrow Account the exact
amount contributed by them.

7. Investment of Escrow Account. The Escrow Agent shall deposit subscription
funds in the Escrow Account, which shall be a non-interest-bearing bank account at SouthTrust
Bank.

8. Closing Date. The “Closing” shall be the date of closing of the Offering, and the
“Closing Date” shall be the date on or subsequent to the date on which the Escrow Agent has
received the Minimum Offering in collected funds that is designated to the Escrow Agent by the
Company as the Closing Date.

9. The Escrow Agent’s Responsibilities. The following is understood and agreed by
all Parties as the responsibilities of the Escrow Agent:

(a) The Escrow Agent is not a trustee and is merely acting in a ministerial
capacity hereunder with the limited duties herein prescribed. This Escrow Agreement sets forth
conclusively the duties of the Escrow Agent with respect to any and all matters pertinent hereto,
and no implied duties or obligations of the Escrow Agent shall be read into this Escrow
Agreement against the Escrow Agent.

(b) The Escrow Agent shall have no liability for acts in connection herewith
except for such acts which are a result of its own gross negligence, willful misconduct or bad
faith, or as otherwise required under applicable banking laws or rules of professional
responsibility. Except as otherwise required under banking laws or applicable rules of
professional responsibility, the Escrow Agent has no responsibility in respect of any instruction,
certificate or notice delivered to it other than faithfully to carry out the obligations undertaken in
this Escrow Agreement and to follow the directions in such instructions or notices as provided in
accordance with the terms of this Escrow Agreement.

(c) The Escrow Agent may conclusively rely upon and act in accordance with
any certlﬁcate instruction, notice, letter or other written instrument believed to be genuine and to
have been signed by an authorized representative of the Company, as applicable.

(d) The Company hereby waives any suit, claim, demand or cause of action of
any kind which they may have or may assert against the Escrow Agent arising out of or relating
to the execution or performance by the Escrow Agent of this Escrow Agreement, unless such
suit, claim, demand or cause of action is based upon the gross negligence, willful misconduct, or
bad faith of the Escrow Agent.

(e) The Escrow Agent may consult with legal counsel in the event of any
dispute or question as to the construction of any of the provisions of this Escrow Agreement or
its duties hereunder and the Escrow Agent shall be fully protected in acting in accordance with
the opinion and instructions of their counsel.
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H The Escrow Agent, having disbursed all of the funds in the Escrow
Account pursuant jo the terms of this Escrow Agreement, shall be discharged from any further
obligation hereunder.

10. Notices. Unless otherwise specified herein, all notices, requests and other
communications to any Party hereunder shall be in writing (including telexes, telecopies,
facsimile transmissions, and similar writings) and shall be given to such Party at its address or
telecopier number set forth below or such other address or telecopier number as such Party may
hereafter specify for that purpose by notice to the other Party.

If to The Company:

JTH Tax, Inc.

4575 Bonney Road

Virginia Beach, Virginia 23462
Attention: Raymond A. Dunn
Facsimile: (757) 493-0169

With a Copy to:

James J. Wheaton, Esquire
Troutman Sanders LLP

4425 Corporation Lane, Suite 420
Virginia Beach, Virginia 23462
Telecopier: (757) 687-7510

If to Escrow Agent:

SouthTrust Bank

1304 Greenbrier Parkway

Chesapeake, Virginia 23320
' Telecopier: (757) 549-0644

Attention: Chuck Russell

Each such notice, request or other communication shall be effective (a) if given by
telecopier, when such telecommunication is transmitted and confirmation of receipt obtained, (b)
if given by mail, upon receipt, or (c) if given by any other means, when delivered at the address
specified in this Section.

11. General.

(a) This Escrow Agreement, and the rights and obligations of the Parties
hereunder, shall be governed by and construed in accordance with the laws of the
Commonwealth of Virginia applicable to contracts made and to be performed therein.
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(b) The Parties acknowledge and agree that nothing in this Escrow Agreement
shall preclude any Party from pursuing any other remedies to which such Party may be entitled
under the Agreement or any other document executed in connection with the transactions
contemplated by the Agreement, including, without limitation, injunctive relief or specific
performance relating to any covenant therein.

(c) This Escrow Agreement and any amendment hereof may be executed in
any number of counterparts and by each Party on a separate counterpart, each of which, when so
executed and delivered, shall be deemed to be an original and all of which taken together shall
constitute one and the same instrument. In producing this Escrow Agreement, it shall not be
necessary to produce or account for more than one such counterpart signed by the Party against
whom enforcement is sought.

(d This Escrow Agreement, together with the Agreement and the exhibits and
schedules thereto, embodies the entire understanding and agreement of the Parties with respect to
the subject matter hereof and supersedes all prior agreements or understandings, written or oral,
between the Parties relating to the subject matter hereof and thereof. If there is a conflict
between the terms, conditions and covenants contained in this Escrow Agreement and any other
document, then the provisions of this Escrow Agreement shall control.

(e) No amendment, modification, termination or waiver of any provision of
this Escrow Agreement shall be effective unless the same shall be signed by all of the Parties,
and then only to the extent specifically set forth therein.

() Except as set forth herein, all rights, powers and remedies herein given to
the Parties are cumulative and not alternative and are in addition to all statutes or rules of law;
any forbearance or delay by any Party in exercising the same shall not be deemed a waiver
thereof; no course of dealing on the part of any Party (or its respective officers, directors,
employees, consultants and agents) nor any failure or delay by any Party with respect to
exercising the same shall operate as a waiver thereof; and the exercise of any right or any partial
exercise thereof shall not preclude the further exercise thereof, and the same shall continue in full
force and effect until specifically waived by an instrument in writing executed by the applicable
Party.

(2) This Escrow Agreement shall be binding upon and inure to the benefit of
the Parties and their respective successors and assigns.

[remainder of page intentionally left blank — signature page(s) follow]
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IN WITNESS WHEREOF, the Parties, intending to be legally bound hereby, have set

their hands hereusto as of the day and year above first written.

162320_1.DOC
09.09/02

JTH TAX, INC. -
a Delaware corporation

By: ﬁ 4 O '/Q (SEAL)
Name:N faymord A Qonnk
Title:___ /0"

SOUTHTRUST BANK

By: (SEAL)
Name: .
Title:
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IN WITNESS WHEREOF, the Parties, intending to be legally bound hereby, have set
their hands hereunto as of the day and year above first written.

162320_1.D0C
09/09/02

JTH TAX, INC.
a Delaware corporation

By: (SEAL)
Name:
Title:

SOUTHTRUST BANK

By:_( !%Lu eof b 2‘ ,Mg,?_ )(SEAL)
Name: oules M. 2ussed 4

Title:_ \Jrce. gresident
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Independent Accountants’ Consent

The Board of Directors
JTH Tax, Inc. and subsidiaries:

We consent to the inclusion of our report dated June 21, 2002, except as to note 12, which is as of
September 9, 2002, in the JTH Tax, Inc. Preliminary Offering Circular dated July 10, 2002.

Our report covering the consolidated financial statements contains an explanatory paragraph that states the
consolidated financial statements have been restated.

Our report covering the consolidated financial statements also refers to a change in accounting for business
combinations and goodwill and other intangibles effective for business combinations consummated after
June 30, 2001.

kPt Lo

KPMG LLP
Norfolk, Virginia
October 2, 2002
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Deloitte & Touche LLP
Suite 500

Eighth & Main Building
707 East Main Street
Richmond, Virginia 23219

Tel: (804) 697-1500 .

Fax: -182

A Deloitte
& Touche

INDEPENDENT AUDITORS’ CONSENT

We consent to the use in Amendment No. 1 to Registration Statement No. 24-10020 of JTH Tax,
Inc. on Form 1-A of our report dated June 19, 2001, August 28, 2002 as to the effects of the
restatement discussed in Note 13 (which expresses an unqualified opinion and includes an
explanatory paragraph relating to the restatement described in Note 13) appearing in the Offering
Circular, which is part of this Registration Statement.

We also consent to the reference to us under the headings “Independent Auditors” in such
Offering Circular.

H Lotk § Trucde LLP

October 3, 2002

Deloitte
Touche

Tohmatsu
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TROUTMAN SANDERS LLP

AT T ORNEY S AT L AW

A LIMITED LIABILITY PARTNERSHIPFP

PEMBROKE COMMERCIAL BUILDING
4425 CORPORATION LANE, SUITE 420
P.O.BOX 61185
VIRGINIA BEACH, VIRGINIA 23466-1185
www. troutmansanders.com
TELEPHONE: 757-687-7500
FACSIMILE: 757-687-7510

James J. Wheaton Direct Dial:757-687-7719
jim.wheaton@troutmansanders.com Direct Fax:757-687-7510

October 3, 2002

Board of Directors

JTH Tax, Inc.

4575 Bonney Road, Suite 1040
Virginia Beach, Virginia 23462

Ladies and Gentlemen:

We are acting as counsel to JTH Tax, Inc., a Delaware corporation (the “Company”), in
connection with its Regulation A Offering Statement on Form 1-A, as amended (the “Offering
Statement’), filed with the Securities and Exchange Commission and relating to the proposed
offering of up to 125,000 shares of the Company’s Class A Common Stock (the “Shares”). This
opinion letter is furnished to you at your request to enable you to fulfill the requirements of Form
1-A. For the purposes of this opinion letter, we have examined copies of the following
documents:

1. The Offering Statement.

2. The Amended and Restated Certificate of Incorporation of the Company, as
certified by the Secretary of State of the State of Delaware (the “Amended and
Restated Charter”).

3. The Bylaws of the Company, as certified by the Secretary of the Company as
being complete and accurate (the “Bylaws”).

4. Resolutions of the Board of Directors of the Company as certified by the
Secretary of the Company on the date hereof as being complete, accurate and in
effect, relating to the issuance and sale of the Shares.

In our examination of the aforesaid documents, we have assumed the genuineness of all
signatures, the legal capacity of all natural persons, the accuracy and completeness of all
documents submitted to us, the authenticity of all original documents, and the conformity to
authentic original documents of all documents submitted to us as copies (including telecopies).
As to all questions of fact material to this opinion that have not been independently established,
we have relied upon certificates or comparable documents of officers and representatives of the
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TROUTMAN SANDERS LLP

ATTORNEYS AT LAW

A LIMITED LIABILITY PARTNERSHIP

Board of Directors
October 3, 2002
Page 2

Company. This opinion letter is given, and all statements herein are made, in the context of the
foregoing.

This opinion letter is based as to matters of law solely on the Delaware General
Corporation Law, as amended. We express no opinion herein as to any other laws, statutes,
ordinances, rules or regulations. As used herein, the term “Delaware General Corporation Law
as amended” includes the statutory provisions contained therein, all applicable provisions of the
Delaware Constitution and reported judicial decisions interpreting these laws.

Based upon, subject to and limited by the foregoing, we are of the opinion that following
the issuance of the Shares as described in the Offering Statement and the receipt by the Company
of the consideration for the Shares as described in the Offering Statement, the Shares will be
validly issued, fully paid, and nonassessable.

This opinion letter has been prepared for your use in connection with the Offering
Statement and speaks as of the date hereof. We assume no obligation to advise you of any

- changes in the foregoing subsequent to the delivery of this opinion letter.

We hereby consent to the filing of this opinion letter as Exhibit 11 to the Offering
Statement. In giving this consent, we do not thereby admit that we are an “expert” within the
meaning of the Securities Act of 1933, as amended. :

Very truly yours,

Troutman Sanders, LLP

\y \vd
U aryner
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SIGNATURES

The Issuer has duly caused this offering statement to be signed on its behalf by the undersigned,
thereunto duly authorized, in the City of Virginia Beach, Commonwealth of Virginia, on
October 3 | 2002,

JTH TAX, INC

By: ﬂ
JohnT. H
President

This offering statement has been signed by the following persons in the capacities and on the dates

indicated.
By. QW

John T. Heplitt
Chief Executive Officer and Director
Date: 10)3/o02.

 SEA T

_I;LMthpr
Chief Ferancial Officer

Date: Io/ 3/02

By: éﬁw@-ﬂ&z’w/

George Robdon, b‘}’/ Raymond A. Dunn, II, as attorney-in-fact
Director

Date: \0/‘3#2

By: %W&«mﬁé

Steven Lepkowski, by Raymond A. Dunn, II, as attorney-in-fact
Director
Date: o] 3)e2.
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